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[4110-02] 
"Title 45—Public Welfare 


CHAPTER I—OFFICE OF EDUCATION, 
DEPARTMENT OF HEALTH, EDUCA- 
TION, AND WELFARE 


HEALTH EDUCATION ASSISTANCE 
LOAN PROGRAM (HEAL) 


Interim Final Regulations 
AGENCY: Office of Education, HEW. 
ACTION: Interim final regulation. 


SUMMARY: This regulation imple- 
ments the 1976 amendments to the 
Public Health Service Act and autho- 
rizes a Federal program of insured 
loans to graduate students in schools 
of medicine, osteopathic medicine, 
dentistry, veterinary medicine, optom- 
etry, podiatry, public health, and 
p 5 


EFFECTIVE DATE: These regula- 
tions are expected to take effect 45 
days after they are transmitted to 
Congress. Regulations are usually 
transmitted to Congress several days 
before they are published in the Fep- 
ERAL REGISTER. The effective date is 
changed by statute if Congress disap- 
proves the regulations or takes certain 
adjournments. If you want to know 
the effective date of these regulations, 
call or write the Office of Education 
contact person. 
._ Public hearings will be held in seven 

cities at the addresses listed below. 
The date and time for each hearing 
follows: 

August 29, 1978, New York, N.Y., 9 


a.m. 

September 13, 1978, Berkeley, Calif., 
9 a.m. 

September 25, 1978, Boston, Mass., 9 


a.m. 

October 12, 1978, Atlanta, Ga., 9 a.m. 

November 8, 1978, Chicago, Ill, 9 
a.m. - 

November 17, 1978, Philadelphia, 
Pa., 9 a.m. 

December 12, 1978, Fort Worth, 
Tex., 9 a.m. 


ADDRESSES: Written comments 
should be addressed to David C. Bayer, 
Acting Chief, Health Loan Branch, 
DPPD, Bureau of Student Financial 
Assistance, Office of Education, 400 
Maryland Avenue SW., ROB No. 3, 
Room 4642, Washington, D.C. 20202. 
It would be extremely helpful if com- 
ments refer to specific sections and are 
made sequentially. The comments will 
be available for public inspection at 
the GSA Building, Room 4525, Sev- 
enth and D Streets SW., between 8:30 
am. and 4 p.m., Monday through 
Friday, except on Federal holidays. 
The public hearings will be held at the 
following locations: 
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August 29, 1978—New York Universi- 
ty Medical Center, classroom B, 550 
First Avenue, New York, N.Y., 9 a.m. 

September 13, 1978—University of 
California, School of Optometry, 
Room 209, Minor Hall, Berkeley, 
Calif., 9 a.m. 

September 25, 1978—Tufts Medical 
School, 57 Kneeland Street, Boston, 
Mass., 9 a.m. 

October 12, 1978—Mercy University, 
Southern School of Pharmacy, Room 
105, 345 Boulevard NE., Atlanta, Ga., 9 
a.m. 

November 8, 1978—Northwestern 
University Medical School, Room 147, 
Weiboldt Hall, 330 East Superior 
Street, Chicago, Il., 9 a.m. 

November 17, 1978—University of 
Pennsylvania, Annenberg Center for 
Communications, Studio Theatre, 37th 
and Walnut Street, Philadelphia, Pa., 
9 a.m. 

December 12, 1978—Texas College of 
Osteopathic Medicine, Medical Educa- 
tion Building, 3516 Camp Bowie Bou- 
levard. at Montgomery, Fort Worth, 
Tex., 9 a.m. 

To facilitate scheduling of speakers, 
it would be helpful if any person desir- 
ing to present his or her views orally 
at any of the scheduled hearings 
would inform the appropriate repre- 
sentative listed in advance of the hear- 
ing. If a prepared statement will be 
presented, the presenter is requested 
to file 10 copies with the representa- 
tive either prior to or on the date of 
the hearing: 


Ms. Tillie Wachs, U.S. Office of Education, 
Room 3954, 26 Federal Plaza, New York, 
N.Y. 10007, 212-264-4045. 

Mr. Ernest Z. Robles, U.S. Office of Educa- 
tion, Room 250, 50 United Nations Plaza, 
San Francisco, Calif. 94102, 415-556-8382. 

Mr. William T. Logan, Jr., U.S. Office of 
Education, Room 2403, JFK Federal 
Building, Boston, Mass. 02203, 617-223- 
7205. 

Mr. Joe M. Beutell, U.S. Office of Educa- 
tion, Suite 203, 101 Marrietta Tower 
Building, Atlanta, Ga. 30323, 404-221- 
4171. : 

Dr. Don Aripoli, U.S. Office of Education, 
12th Floor, 300 South Wacker Drive, Chi- 
cago, Ill. 60606, 312-353-2508. 

Mr. Frank A. Willier, U.S. Office of Educa- 
tion, P.O. Box 17716, 3535. Market Street, 
Philadelphia, Pa. 19101, 215-596-1027. 

Dr. W. Carl Hammock, U.S. Office of Educa- 
tion, 1200 Main Tower Building, Room 
1560, 1200 Main Street, Dallas, Tex. 75202, 
214-767-3811. 


FOR FURTHER INFORMATION 
CONTACT: 


Ms. K. Lynn Laverentz, 202-447- 
9001. 


SUPPLEMENTARY INFORMATION: 
The Bureau of Health Manpower in 
the Public Health Service did the ini- 
tial planning for implementation of 
the health education assistance loan 
program. On March 9, 1977, however, 


under departmental reorganization, 
the program was assigned by the Sec- 
retary to the Bureau of Student Fi- 
nancial Assistance in the Office of 
Education. 

Certain legislative amendments were 
found necessary to strengthen the ex- 
isting legislation and eliminate statu- 
tory deficiencies which would impede 
both program implementation and ef- 
fective policymaking. Therefore, 
amendments were sought and granted 
under Pub. L. 95-83 (Aug. 1, 1977) and 
Pub. L. 95-215 (Dec. 19, 1977) contain- 
ing substantive amendments which: 

Authorize lenders to defer and 
accrue interest on loans until the be- 
ginning of the repayment period, at 
which time the accured interest may 
be added to and become a part of the 
principal amount of the loan. . 

Allow borrowing to pay interest on 
previous loans during internship and 
residency, the grace period and au- 
thorized deferments. 

Increase the maximum interest rate 
which may be charged from 10 to 12 
percent. 

Override State and Federal usury 
laws restricting interest charges on 
loans to less than 12 percent. 

Enable students who have been ac- 
cepted for enrollment as well as those 
who are already attending an eligible 
institution to receive a loan. 

Clarify which students may receive 
loans by limiting eligibility to those in- 
dividuals enrolled in a course of study 
leading to a degree of doctor of medi- 
cine, doctor of dentistry, doctor of os- 
teopathy, doctor of optometry, doctor 
of veterinary medicine, doctor of po- 
diatry, or a degree of bachelor or 
master of science in pharmacy, or a 
graduate degree in public health, or 
any degree equivalent to these de- 
grees 


Permit a medical school to partici- 
pate in the HEAL program if it did not 
receive a capitation grant for the pre- 
ceding fiscal year solely because it did 
not meet the statutory requirement of 
a 5-percent increase in the third-year 
class for the school year 1978-79. 

This regulation is being issued as an 
interim final rule in accordance with 
the Administrative Procedure Act (5 
U.S.C. 553(b)). The delay associated 


with affording an opportunity for 


comment makes publication as a pro- 
posed rule contrary to the public in- 
terest. Students typically need to 
know what resources they will have 
available for educational purposes 
before the start of a new academic 
year so they can make realistic enroll- 
ment decisions. Unless the Commis- 
sioner waives proposed rulemaking, 
the HEAL program cannot become 
operational before the commencement 
of the 1978-79 academic year. There- 
fore, the Commissioner has decided to 


waive proposed rulemaking for the 
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HEAL program because it is contrary 
to the public interest. By publishing 
the HEAL program rules as an interim 
final regulation, the Commissioner is 
insuring that the regulation will be ef- 
fective hefore the start of the new aca- 
demic year. This will permit lenders 
interested in participating in the pro- 
gram to make HEAL loans to students 
in time for the students to make im- 
portant. enrollment decisions about 
the new academic year. 

It should be noted, however, that 
publication of the regulation as an in- 
terim final regulation is intended to 
encourage submission of public com- 
ments. No deadline for submission of 
comments is provided in order to en- 
courage interested parties to submit 
comments at any time, especially after 
some experience has been gained in 
the administration of the program. 
Comments which are offered will be 
reviewed and consideration will be 
given to making subsequent regulatory 
changes in light of these comments. 

Additional regulations will be pub- 
lished covering subjects not included 
in the publication. These include: (1) 
The application process for the non- 
student borrower; (2) Federal payment 
for service in the National Health 
Service Corps wr for practice in a 
health manpower shortage area; and 
(3) withholding of medicare-medicaid 
earnings in the event of default on a 
toan. In an effort to expedite imple- 
mentation of the HEAL program, reg- 
ulations on these matters are not 
being offered at this time since it will 
be at least 1 year before they are 
needed. Suggestions for implementing 
these provisions are solicited both at 
the public hearings on this regulation 
and in writing. 

‘The following descriptions of the in- 
dividual sections of the regulations are 
intended to facilitate reader under- 
standing of the HEAL Program. These 
descriptions are arranged in order of 
their corresponding sections in the 
proposed regulation. . However, the 
reader should consult the specific sec- 
tions in the regulation for precise 
guidance on matters referred to in this 
Preamble. 


Suppart A—GENERAL PROGRAM 
DESCRIPTION 


1. Section 126.1, What is the HEAL 
Program? Gives a brief overview of the 
health education assistance loan 
(HEAL) program and generally refer- 
ences some_.of the major aspects -of the 
regulation. The reader should note 
that terms ‘used in the regulation have 


been: defined and incorporated within 


- the appropriate sections rather than 
having a separate section of defini- 
tions. a 
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Suspart B—TuHE BORROWER 


1. Section 126.5, Who is an eligible 
student borrower? Sets forth borrower 
eligibility requirements necessary to 
receive a HEAL loan. The courses of 
study in which a borrower may be en- 
rolled to be eligible are specified along 
with special requirements for pharma- 
cy, medical, dental, and osteopathic 
students. 

Paragraph 126.5(¢) reflects the pro- 
hibition in the law barring a borrower 
from receiving both a loan under the 
guaranteed student loan program (or 
the Federal insured student loan pro- 
gram) and the HEAL program in the 
same academic year. 

Paragraph 126.5(h) requires that the 
borrower agrees to use ali funds re- 
ceived from a HEAL loan solely for tu- 
ition and other reasonable educational 
expenses. This paragraph further de- 
scribes what may be considered rea- 
sonable educational expenses. 

There is no provision in the law or 
the regulation which relates a borrow- 
er’s eligibility for a loan to family 
income. 

2. Section 126.6, Who ts an eligible 
nonstudent borrower? The borrower 
must have previously received a HEAL 
loan and must use the proceeds of any 
loan solely to pay the HEAL insurance 
premium and interest currently accru- 
ing on prior HEAL loans. 


Nore.—Future regulations will provide 
further clarification with regard to loans to 
nonstudent borrowers. 


3. Section 126.7, The loan applica- 
tion process, deals with the. specific 
duties of the student and the school 
when beginning the loan application 
process. 

For the information of the borrower, 
this program is designed, along with 
other health education assistance pro- 
grams to meet.a national health 
policy: Improving health service deliv- 
ery. Financial assistance is available 
from other Federal sources, including 
the National Health Service Corps 
scholarship program administered by 
the Public Health Service for students 
in the fields of medicine, osteopathic 
medicine, and dentistry. Therefore, 
schools are required to certify that no 
more than 50 percent of the students 
in each class in these disciplines re- 
ceive new HEAL loans each 12-month 
academic year. 

4, Section 126.8, What are the bor- 
rower’s major rights and responsibil- 
tties? Provides a detailed statement of 
a borrower’s major rights and respon- 
sibilities. Paragraph 126.33(d) specifies 
that a statement reflecting these pro- 
visions must be signed by the borrower 
before a loan is made. The Commis- 
sioner will provide lenders with a form 
for this purpose. 
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Supparr C—THE Loan 


1. Section 126.10, How much can be 
borrowed? Sets annual and aggregate 
loan amounts for student and nonstu- 
dent borrowers. 

2. Section 126.11, Terms of repay- 
ment, provides the borrower with a 9- 
month grace period before repayment 
of the loan begins. Although the stat- 
ute provides for an option of 9 to 12 
months, the Commissioner has set this 
period as specified to simplify adminis- 
trative procedures for both borrowers 
and tenders. For example, when a stu- 
dent has loans from multiple lenders, 
this provision will result in all loans 
entering repayment after grace peri- 
ods at the same time. 

The regulation requires a minimum 
annual payment of $600 or a sum 
equal to the imterest that accrues 
during the year on all leans, which- 
ever amount is greater. However, the 
$600 rule does not apply in any case 
where it would result in a borrower re- 
paying a HEAL loan in fewer than 10 
years. 

Paragraph  126.11(e), Repayment 
schedule agreement, requires that re- 
payment be made either in equal or 
graduated payments. In order to pre- 
vent “balloon payments,” the regula- 
tion specifies that under a graduated 
repayment schedule, no installment 
can be more than five times greater 
then any other installment. 

Paragraph 126.11(f), Supplemental 
repayment agreement, permits a 
lender to enter into an agreement with 
the borrower supplementing the regu- 
lar repayment schedule. Under this ar- 
rangement, a borrower could agree to 
equal monthly installments under the 
regular repayment schedule but agree 
under the supplemental agreement to 
monthly installments based on a per- 
centage of income. The purpose of this 
provision is to provide greater flexibil- 
ity in repayment terms for those lend- 


. ers who wish to provide this option. 


Several schools have indicated an in- 
terest in flexible repayment plans 
under the guaranteed student loan 
program, which has proposed similar 


regulations. However, no plan of this 


type may be implemented without 
prior approval of the Commissioner. 

3. Section 126.12, Deferment, allows a 
borrower's installments of principal to 
be deferred during specified periods of 
education, training or service. to’ the 
country. However, the borrower must 
submit written proof to a lender that 
he or she is entitled to a deferment. 
Payment of interest may be deferred 
but only at the holder’s option. 

4. Section 126.13, Interest. The rate 
ef interest has been designated by the 
Commissioner as “not to exceed 12 
percent,” the maximum allowed by 
law. The lender is given the option of 
making loans at a fixed rate or a vari- 
able rate which is determined on a 
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quarterly basis. The variable rate is 
based upon the same formula in use in 
the guaranteed student loan program 
(GSLP) in determining the special 
allowance paid to lenders. In the 
GSLP, this formula is applied retroac- 
tively whereas in the HEAL program, 
it is prospective. 

A great deal of concern has been ex- 
pressed over the interest burden a bor- 
rower undertakes when receiving a 
HEAL loan. Moreover, this indebted- 
ness is incurred at a time when a bor- 
rower can least afford it. The lender is 
permitted to allow a borrower to post- 
pone payment of interest before the 
beginning of the repayment period or 
during a period of deferment or for- 
bearance. Such a postponement pro- 
vides additional assistance to the bor- 
rower which will lessen the possibility 
of default. Interest which is postponed 
may be compounded semiannually or 
accrued and added to the principal 
amount of the loan when the repay- 
ment period begins or resumes. 

State or Federal usury laws prohibit- 
ing loans at the maximum rate pre- 
scribed for this program are not appli- 
cable. z 

-§. Section 126.14, The insurance pre- 
mium, sets the rate of the insurance 
premium at one-fourth of 1 percent 
per year of the disbursed loan princi- 
pal. This is the same rate charged by 
the Commissioner on federally insured 
student loans made under the GSLP. 
The HEAL law authorizes a premium 
of up to 2 percent per year. Because of 
the potential earning ability of those 
who borrow under the HEAL program 
and the low attrition rate of students 
attending HEAL schools, defaults are 
expected to be minimal and the need 
to maintain a larger insurance fund 
appears to be unnecessary. Further- 
more, the larger loan amounts availa- 
ble under the HEAL program, the un- 
subsidized interest rate and the high 
cost of tuition and fees for health pro- 
fessions students would make a higher 
premium rate an additional burden. 

The premium on each loan is a one- 
time charge and is calculated to cover 
the period from disbursement of the 
loan to the borrower’s anticipated 
graduation date plus 9 months. When 
a loan is paid out in multiple disburse- 
ments, the insurance premium is ¢al- 
culated for each disbursement. 

While the lender is liable for pay- 
ment of the premium, the law permits 
the lender to pass this charge to the 
borrower. 

6. Section 126.15, Other charges to 
the borrower, authorizes a lender to 
assess a late charge when a borrower 
fails to make a payment within 10 
days of its due date. The charge may 
not exceed 5 percent of the payment 
due or $5, whichever is less. 

A lender may also require the bor- 
rower to pay other specified costs in- 
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curred in the collecticn of a delin- 
quent loan. The regulation indicates 
which costs are permi:t;ible and those 
which are not allowed. 

A lender may not pass on to the bor- 
rower any costs incurred in_ the 
making of a HEAL loan other than 
the cost of the insurance premium. 

7. Section 126.16, Power of attorney, 
states that neither a school nor a 
lender may acquire a power of attor- 
ney from the borrower under the 
HEAL program. In order to assure 
that the borrower is aware of the re- 
ceipt of the loan proceeds, the borrow- 
er must endorse the check or draft re- 
flecting the proceeds of a HEAL loan. 

8. Section 126.17, Security and en- 
dorsement, provides that a HEAL loan 
must be made without security. 
Except for thosé States in which a 
minor cannot create a legally binding 
obligation, a lender may not require 
an endorsement on the promissory 
note. In those States, a lender may re- 
quire an endorser only for a borrower 
who is a minor. A loan for which an 
endorser has been improperly ob- 
tained is not an insurable loan. 

As virtually all borrowers in the 
HEAL program will have reached the 
age of majority, lenders should be 
careful to establish procedures which 
will assure that endorsers are not im- 
properly required. 

9. Section 126.18, Consolidation of 
HEAL loans, permits a lender, which 
borrower concurrence, to consolidate 
two or more HEAL loans into a single 
promissory note. This consolidation 
may be performed at the time each 
new loan is made or at any later date. 
The notes may be consolidated only if 
the lender fully explains the effect of 
the consolidation to the borrower. 
This explanation must include what is 


the new interest rate, whether it is 


fixed or variable, and the effect to the 
borrower from a cost standpoint. The 
borrower must also be made aware 
that he or she is not required to agree 
to this conversion. 

10. Section 126.19, Forms. The Com- 
missioner of Education provides all 
forms for the HEAL program. The 
provisions of these forms may not be 
altered in any way without first ob- 
taining the permission of the Commis- 
sioner. However, the format may be 
adjusted for user convenience and may 
be put under the letterhead of a 
school, lender or the Student Loan 
Marketing Association. 

11. Section 126.20, The Commission- 
er’s collection efforts after payment of 
a default claim, lists circumstances 
under which the Commissioner will 
not attempt to make a collection of all 
unpaid principal and accrued interest 
after paying a default claim. If the 
borrower has a valid defense on the 
loan, the Commissioner refrains from 
collection to the extent of the borrow- 


er’s defense. Examples of a valid de- 
fense include expiration of the statute 
of limitations and infancy. 

12. Section 126.21, Refunds, specifies 
that if a borrower is entitled to a 
refund from the school, a school must 
send the portion of the refund alloca- 
ble to the HEAL loan to the lender. A 
lender must apply the refund to 
reduce the borrower’s loan balance. If 
the lender has sold the loan to an- 
other lender, the lender must transmit 
the amount to a new holder. The bor- 
alg must be notified of this transac- 

on. ; 


SUBPART D—THE LENDER 


1. Section 126.30, Which organiza- 
tions are eligible to apply to be HEAL 
lenders? In these regulations the term 
“lender” includes a subsequent holder. 
The Student Loan Marketing Associ- 
ation (Sallie Mae) is, by law, a HEAL 
holder. 

2. Section 126.31, The application to 
be a HEAL lender. An eligible organi- 
zation must first submit an application 
to be a lender to the Commissioner of 
Education. Factors upon which the 
Commissioner may base approval in- 
clude ‘applicant capability in comply- 
ing with applicable regulations, the ex- 
perience of the applicant in other stu- 
dent loan programs and the appli- 
cant’s financial resources. 

3. Section 126.32, The HEAL lender 
insurance contract, provides the Com- 
missioner with the option of allowing 
the lender either a standard or com- 
prehensive insurance contract. Under 
the standard contract, the lender must 
submit each borrower’s loan applica- 
tion for approval prior to disburse- 
ment. Under the comprehensive con- 
tract, the lender may disburse a loan 
without prior approval. Insurance is 
issued on the implied representations 
of the lender that the loan meets ini- 
tial insurability. Furthermore, Federal 
insurance is conditional upon compli- 
ance with HEAL regulations applica- 
ble to lenders. 

4. Section 126.33, Making a HEAL 
loan, specifies the lender’s obligations 
in the loan-making process. The proc- 
ess includes the processing of neces- 
sary forms, the approval of the bor- 
rower for a loan, the determination of 
the loan amount, the explanation to a 
borrower of his or her responsibilities 
under the loan, having the borrower 
execute the promissory note, and the 
disbursement of the loan proceeds. 

5. Section 126.34, HEAL loan servic- 
ing, defines procedures for converting 
a loan to repayment status. A repay- 
ment schedule must be provided to the 
borrower consistent with the terms of 
repayment provisions in these regula- 
tions. The repayment schedule should 
be designed to retire a loan as soon as 
possible, yet not be so stringent so as 
to result in a default. The borrower’s 


FEDERAL REGISTER, VOL. 43, NO. 150—THURSDAY, AUGUST 3, 1978 





approval of the schedule is indicated 
by making the first payment. There- 
fore, the borrower is not required to 
sign a schedule. 

6. Section 126.35, HEAL loan collec- 
tion, outlines minimum due diligence 
requirements for a lender in the col- 
lection of a delinquent loan. The regu- 
lation requires periodic written, tele- 
phonic or personal contact with delin- 
quent borrowers. Written communica- 
tions may be computer generated. 

The Commissioner of Education 
does not pay insurance on a default 
claim if the lender fails to request pre- 
claim assistance when the borrower’s 
address is unknown or when the bor- 
rower is 60 days delinquent. This pre- 
claim assistance may be supplemented 
by any normal commercial collection 
techniques. 

A lender may sue a borrower for 
payment of a delinquent loan. If a suit 
is instituted and a judgment is ob- 
tained, a lender may first apply the 
proceeds of the judgment against a de- 
faulted borrower to its reasonable 
costs of the suit. 

7. Section 126.36, Consequence of 
using an agent. Although administra- 
tive functions concerning this loan 
may be delegated to a servicing agency 
or other party, the lender is still re- 
sponsible should the loan be serviced 
improperly. 

8. Section 126.37, Forbearance, sets 
forth the procedures a lender must 
follow in granting forbearance to a 
borrower. A HEAL lender is encour- 
aged to grant the borrower an exten- 
sion of time or smaller payment in the 
event health, unemployment or other 
personal problems make it impossible 
for the borrower to meet the terms of 
the repayment schedule. The purpose 
of forbearance is to prevent a default. 

9. Section 126.38, Assignment of a 
HEAL loan. The Student Loan Mar- 
keting Association or another HEAL 
lender may be assigned HEAL notes. 

Should a loan be assigned, the buyer 
must notify the Commissioner of Edu- 
cation of the assignment within 30 
days of the transaction. The borrower 
must be notified by the buyer if any 
matters connected with the loan, such 
as payments, must be directed to a 
party other than the seller. 

A buyer of a HEAL note assumes all 
responsibility for the consequences of 

~any previous violations of applicable 
statutes, regulations or the terms of 
the note. A HEAL note is not a nego- 
tiable instrument and a subsequent 
holder is not a holder in due course. 
Any valid legal defenses may be assert- 
ed against a new holder. 

A buyer may obtain a warranty from 
the seller protecting the buyer from 
any financial loss suffered because of 
an act or failure to act on the part of 
the seller or other previous holder. 
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10. Section 126.39, Death and dis- 
ability claims, sets forth the proce- 
dures a lender must follow if a borrow- 
er dies or claims to be totally and per- 
manently disabled. A borrower’s loan 
is cancelled if the borrower dies or is 
determined by the Commissioner to be 
totally and permanently disabled. Any 
payments received by the holder after 
the determination that the borrower is 
dead or permanently and totally dis- 
abled must be returned. 

11. Section 126.40, Procedures for 
filing claims, details specifically the 
documentation required for filing a 
claim along with time limits for filing. 

In filing a claim, the lender must 
assign to the United States of America 
all right, title and interest in the note 
which is the subject of the claim. Fail- 
ure to submit the required documenta- 
tion timely may result in denial of the 
claim by the Commissioner. 

For all claims, a lender must submit 
the original promissory note, the loan 
application and a payment history, if 
any. The regulation defines the addi- 
tional documentation required for de- 
fault, death, disability and bankruptcy 
claims. Students borrowing under the 
HEAL program are prohibited from 
discharging their loan obligations 
through bankruptcy during a 5-year 
period beginning with the date repay- 
ment is scheduled to start. 

12. Section 126.41, Determination of 
amount of loss on claims, sets forth 
general and special rules for determin- 
ing the amount of loss on claims by 
the Commissioner of Education. HEAL 
Insurance covers the unpaid balance 
of principal and interest on an eligible 
HEAL loan. In determining whether 
tod approve an insurance claim for pay- 
ment, the Commissioner considers 
legal defects affecting the initial insur- 
ability of the loan (e.g., a loan made to 
an ineligible borrower). The Commis- 
sioner also deducts from a claim any 
amount that is not a legally enforce- 
able obligation of the borrower except 
to the extent that the defense of in- 
fancy applies. The Commissioner fur- 
ther considers whether all holders of 
the loan have complied with the re- 
quirements of the HEAL regulations, 
including those concerned with the 
making, servicing and collecting of 
loans, the timely filing of claims, and 
the submission of documents with a 
claim. 

If a lender acquires a loan by assign- 
ment and files a claim on that loan, 
that lender is entitled to no greater 
payment. than that to which a previ- 
ous holder would have been entitled. 

If the loan for which a claim is filed 
was originally made by a school and 
the claim is filed by that school, the 
Commissioner deducts from the claim 
an amount equal to any unpaid refund 
that the school owes the borrower. If 
the loan for which a claim is filed was 
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originally made by a school but the 
claim is filed by another lender, the 
Commissioner deducts from the claim 
an amount equal to any unpaid refund 
that the school owed the borrower 
prior to the sale of the loan. 

Lenders may be required by the 
Commissioner to cure certain defects 
as a condition for payment of a de- 
fault claim. , 

The payment of an approved claim 
covers the unpaid principal balance 
plus interest that accrued through the 
date the Commissioner authorizes the 
claim for payment. However, if the 
lender fails to submit a claim on a 
timely basis, the Commissioner does 
not pay the interest accruing from the 
required filing date through the date 
the Commissioner receives the claim. 
In addition, if the claim has to be re- 
turned to the lender for additional 
documentation, interest is paid by the 
Commissioner only for the first 30 
days following the return of the claim 
to the lender. 

13. Section 126.42, Records, reports 
and inspection requirements for HEAL 
lenders, requires each lender to keep 
records in a _ readily identifiable 
manner, and indicates which records 
must be kept for not less than 3 years 
after the date the loan is repaid. In 
special cases (e.g., if an audit or inves- 
tigation is in process), the Commis- 
sioner may require that they be kept 
longer. Microform or computer format 
may be used for all records except the 
original copy of a promissory note 
that has not been paid. Upon request, 
the lender must provide access to its 
records to any authorized representa- 
tive of the Secretary of Health, Educa- 
tion, and Welfare or the Comptroller 
General. 

14. Section 126.43, Limitation, sus- 
pension, or termination of the eligibil- 
ity of a HEAL lender. Any violations of 
the HEAL statute, regulations or 
agreements with the Commissioner 
may result in limitation, suspension or 
termination of a lender’s eligibility to 
participate in the HEAL program. In 
instituting such an action, the Com- 
missioner will follow the due process 
procedures set forth in the regulations 
governing the Federal insured student 
loan program. 


SUBPART E—THE SCHOOL 


1. Section 126.50, Which schools are 
eligible to be HEAL schools? The regu- 
lation requires an agreement between 
the school and the Commissioner of 
Education for the school’s participa- 
tion in the HEAL program. Courses of 
study in which the school may give de- 
grees are listed and the school must 
meet certain requirements relating to 
capitation grants under section 770 of 
the Public Health Service Act. If a 
HEAL school undergoes a change of 
controlling ownership or form of con- 


. 
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trol, its agreement automatically ex- 
pires at the time of that change. 

2. Section 126.51, The student loan 
application, applies to information a 
school supplies attesting to a student’s 
. eligibility for a loan including the esti- 
mated cost of attendance and other fi- 
nancial aid which a school is aware 
that has been awarded the student. 
Family contributions are not calculat- 
ed in determining what financial aid a 
student is receiving. In addition, each 
school of medicine, osteopathic medi- 
cine, or dentistry must establish its 
own procedures in order to assure that 
no more than 50 percent of the stu- 
dents enrolled in each class receive 
HEAL loans in a given year. 

3. Section 126.52, The student’s loan 
check, specifies the disposition of the 
check once it is received by a school 
from the lender for one of its students. 
In the event the borrower does not 
enroll as planned, it is of particular 
importance that the school return the 
check to a lender in a timely fashion. 
If a school establishes a pattern of not 
returning the check in a_ timely 
manner, action may be taken under 
limitation, suspension or termination 
provisions requiring the school to re- 
imburse the student for any interest 
paid because of the school’s delay in 
returning the check. 

4. Section 126.53, Notification to 
lender of change in enroliment status, 
gives a school flexibility in establish- 
ing and implementing the procedures 
under which it must notify the lender 
of changes in a student’s enrollment 
status. The established procedures 
must include giving this notice within 
60 days of the status change. If the 
school does not know the identity of 
the current holder of a HEAL loan, it 
must notify the Office of Education of 
a change in the student’s enrollment. 

5. Section 126.54, Payment of re- 
funds by schools, requires that refunds 
allocable to HEAL loans be paid di- 
rectly to the lender. If the school has 
knowledge that the original lender has 
sold the loan, it must send the refund 
to the new holder. The borrower must 
be notified of this action. 

6. Section 126.55, Administrative 
and fiscal procedures, requires a 
school to establish procedures to 
assure proper and efficient administra- 
tion of the HEAL program, protect the 
rights of students and protect the 
United States from unreasonable 
losses due to defaults. Examples of 
what is required by this provision in- 
clude: (a) Compliance with these regu- 
lations; (b) accurate and timely report- 
ing as required to lenders and the 
Office of Education; (c) approval only 
of students eligible to borrow under 
the HEAL program (e.g., students en- 
rolled in physicians’ assistants and 
dental auxiliary programs are not eli- 
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gible); and (d) timely and proper han- 
dling of loan disbursement checks. 

7. Section 126.56, Records, describes 
the records each school must main- 
tain. These records must be easily re- 
trievable and be maintained for 3 
years following the date the student 
graduates, withdraws or fails to enroll 
as a full-time student. These records 
may be stored in microform or com- 
puter format. In some cases, such as 
when an audit or investigation of the 
school is in process, the Commissioner 
may require maintenance of these rec- 
ords for longer than 3 years. 

8. Section 126.57, Reports in general, 
requires the schools to agree to submit 
reports as the Commissioner may re- 
quire. Normally, a school must keep a 
copy of these reports for at least 3 
years after submission. In some cases, 
such as when an audit or investigation 
of the school is in process, the school 
may be required to retain these re- 
ports for a longer period of time. The 
regulation also requires schools to pro- 
vide, upon request of a lender, a report 
on the current address, postgraduate 
destination, and other information 
about a HEAL borrower. 

9. Section 126.58, Federal access to 
school records. A HEAL school must 
provide to authorized representatives 
of the Secretary of Health, Education, 
and Welfare and the Comptroller Gen- 
eral access to the records relating to 
HEAL loans which it is required to 
keep. 

10. Section 126.59, Records and Fed- 
eral access after a school is no longer a 
HEAL school. In the event a school no 
longer participates in the HEAL pro- 
gram, the school must retain the re- 
quired HEAL records in the same 
manner as that of a participating 
school. 

11. Section 126.60, School audits. 
Each school must provide for an audit 
of all transactions relating to the 
HEAL program in the same manner as 
required of all other student financial 
eid programs administered by the 
Office of Education. These audits 
must be conducted at least every 2 
years and submitted to thé Depart- 
ment of Health, Education, and Wel- 
fare Regional Audit Agency. 

12. This regulation also amends 45 
CFR part 168, subpart H, by incorpo- 
rating the HEAL program in the gen- 
eral provisions relating to student as- 
sistance programs: Procedures for the 
limitation, suspension, or termination 
of institutional eligibility for programs 
under title IV of the Higher Education 
Act of 1965. 

13. This regulation also revokes the 
provisions of the interim final regula- 
tion published in the FreperaL REcts- 
TER on June 30, 1977, which amended 
the guaranteed student loan program 
(GSLP) regulations to permit health 
professions students to borrow up to 


$10,000 per academic year under the 
GSLP. That regulation was intended 
to be operative only until the HEAL 
program was implemented. 


(Catalog of Federal domestic assistance No. 
13.574; health education assistance loan pro- 
gram.) 


Dated: June 28, 1978. 


ERNEST L. BOYER, 
U.S. Commissioner of Education. 


Approved: July 25, 1978. 


JOSEPH A, CALIFANO, Jr., 
Secretary of Health, Education, 
and Welfare. 


PART 126—HEALTH EDUCATION 
_ ASSISTANCE LOAN PROGRAM 


1. Title 45 of the Code of Federal 
Regulations is amended by adding a 
new part 126, to read as follows: 


Subpart A—General Program Description 


Sec. 
126.1 What is the HEAL program? 
Subpart B—The Borrower 


126.5 Who is an eligible student. borrower? 

126.6 Who is an eligible nonstudent bor- 
rower? 

126.7 The loan application process. 

126.8 What are the borrower’s major rights 
and responsibilities? 


Subpart C—The Loan 


How much can be borrowed? 

Terms of repayment. 

Deferment. 

Interest. 

The insurance premium. 

Other charges to the borrower. 

Power of attorney. 

Security and endorsement. 

Consolidation of HEAL loans. 

126.19 Forms. 

126.20 The Commissioner’s collection ef- 
forts after payment of a default claim. 


126.10 
126.11 
126.12 
126.13 
126.14 
126.15 
126.16 
126.17 
126.18 


126.21 Refunds. 


Subpart D—The Lender 


126.30 Which organizations are eligible to 
apply to be HEAL lenders? 

126.31 The application to be a HEAL 
lender. 

126.32 The HEAL lender insurance con- 
tract. 

126.33 Making a HEAL loan. 

126.34 HEAL loan servicing. 

126.35 HEAL loan collection. 

126.36 Consequence of using an agent. 

126.37 Forbearance. 

126.38 Assignment of a HEAL Iocan. 

126.39 Death and disability claims. 

126.40 Procedures for filing claims. 

126.41 Determination of amount of loss on 
claims. 

126.42 Records, reports and inspection re- 
quirements for HEAL lenders. 

126.43 Limitation, suspension, or termina- 
tion of the eligibility of a HEAL lender. 


Subpart E—The School 


126.50 Which schools are eligible to be 
HEAL schools? 
126.51 The student loan application. 
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Sec. : 

126.52 The student’s loan check. 

126.53 Notification to lender of change in 
enrollment. status. 

126.54 Payment of refunds by schools. 

126.55 Administrative and fiscal proce- 
dures. 

126.56 Records. 

126.57 Reports. 

126.58 Federal access to school records. 

126.59 Records and Federal access after a 

_ school is no longer a HEAL school. 
126.60 School audits. 

AuvtTuHorIty: Title VII, part C, subpart I of 
the Public Health Service Act, as amended, 
90 Stat. 2243 (42 U.S.C. 294-2941). 

Subpart A—General Program 
Description 
§ 126.1 What is the HEAL program? 


(a) The health education assistance 
loan (HEAL) program is a program of 
Federal insurance of educational loans 
designed for students in the fields of 
medicine, osteopathic medicine, den- 
. tistry, veterinary medicine, optometry, 
podiatry, pharmacy, and _ public 
health. The basic purpose of the pro- 
gram is to encourage lenders to make 
loans to students in these fields who 
desire to borrow money to pay for 
their’ educational costs. In addition, 
certain nonstudents (such as doctors 
serving as interns or residents) can 
borrow in order to pay the current in- 
terest charges accruing on earlier 
HEAL loans. 

(b) Schools, State agencies, pension 
funds, banks and other financial insti- 
tutions having an insurance contract 
with the Commissioner of Education 
can be lenders under the HEAL pro- 
gram. HEAL lender eligibility is de- 
scribed in § 126.30. HEAL school eligib- 
lility is described in § 126.50. 

(c) By taking a HEAL loan, the stu- 
dent obligates himself or herself. to 
repay the lender the full amount of 
the money borrowed, plus all interest 
which accrues on the loan. Depending 
upon the specific agreement between 
the borrower and the lender, the bor- 
rower may have to pay the lender 
while in school for the interest that 
accrues on the loan during that 
period. Other lenders may permit the 
borrower to defer all payments to- 
wards interest until the borrower is 
out of school. 

(d) Generally, repayment of princi- 
pal is not required until the first day 
of the tenth month after the month 
the student has left school or complet- 
ed a period of internship or residency 
or both. After the repayment period 


has commenced, a borrower may defer - 


repayment of principal for a limited 
period while serving in the Armed 
Forces, the Peace Corps, VISTA, the 
National Health Service Corps, or an 
internship or residency program, or 
during a period in which the borrower 
has returned to school as a fulltime 
student. 
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(e) The Commissioner of Education 
insures each lender for the losses it 
may incur in the event that a borrow- 
er dies, becomes disabled, files bank- 
ruptcy, or defaults on his or her loan. 
If a borrower defaults on a loan and 
the Commissioner pays the amount of 
loss to the lender, the borrower’s loan 
is then assigned to the Commissioner. 
At that time, the U.S. Government be- 
comes the borrower’s direct creditor 
and will actively pursue the borrower 
for repayment of the debt. 

(f) The law also provides that a bor- 
rower’s loan may not be discharged in 
bankruptcy until after the first 5 years 
of the repayment period. A defaulted 
borrower practicing his or her profes- 
sion is subject to having medicare or 
medicaid payments withheld up to the 
amount of the loan. 

(g) The Commissioner of Education 
may enter into a special contract with 
a borrower who has obtained a degree 
from a HEAL school. Under the con- 
tract, the borrower agrees to serve for 
at least 2 years in a health manpower 
shortage area as a member of the Na- 
tional Health Service Corps or as a pri- 
vate practitioner. In return, the Com- 
missioner agrees to pay- an amount, 
not to exceed $10,000 per year, to the 
holder of the borrower’s HEAL loan to 
be applied toward interest and princi- 
pal. 

(h) The determination of health 
manpower shortage areas will be made 
by the Secretary. The availability of 
any contracts for any year is not as- 
sured and is limited by the size of the 
nation’s health manpower shortages in 
the various health disciplines, and the 
appropriation of funds for this pur- 
pose. An individual may receive a con- 
tract only at the Commissioner’s dis- 
cretion. In addition, and except in 
cases of impossibility or extreme hard- 
ship, severe penalties are provided in 
the law for any borrower who does not 
comply with the terms of the contract. 


(42 U.S.C. 294-2941.) 
Subpart B—The Borrower 


§ 126.5 Who is an eligible student borrow- 
er? 

In order to receive a HEAL loan, a 
student must satisfy the following re- 
quirements: 

- (a) He or she must be: 

(1) A citizen, national or permanent 
resident of the United States; or 

(2) A permanent resident of the 
Trust Territory of the Pacific Islands 
or the Northern Mariana Islands; or 

(3) In the United States for other 
than a temporary purpose and intend 
to become a permanent resident. 

(b) He or she must be enrolled or ac- 


_cepted for enrollment at a HEAL 


school in a course of study that leads 
to one of the following degrees: 


Doctor of Medicine. 
Doctor of Osteopathy. 
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Doctor of Dentistry or equivalent degree. 

Doctor of Veterinary Medicine or equiva- 
lent degree. 

Doctor of Optometry or equivalent 
degree. 

Doctor of Podiatry or equivalent degree. 

Bachelor or Master of Science in Pharma- 
cy or equivalent degree. 

Graduate or equivalent degree in Public 
Health. 


(c) He or she must be carrying or 
plan to carry, during the period for 
* which the loan is intended, the normal 
workload of a full-time student, as de- 
termined by the school. The student’s 
work load may include any combina- 
tion of courses, work experience, re- 
search or special studies that the 
school considers sufficient to classify 
the student as full-time. 

(d) If currently enrolled in school, 
he or she must be in good standing, as 
determined by the school. 

(e) In the case of a pharmacy stu- 
dent, he or she must have satisfactori- 
ly completed 3 years of training 
toward the pharmacy degree. These 3 
years of training may have been taken 
at the pharmacy school or at a differ- 
ent school whose credits are fully ac- 
cepted on transfer by the pharmacy 
school. 

(f) In the case of a medical, dental or 
osteopathic student enrolled in a 6- 
year program that the student enters 
directly from secondary school, the 
student must be enrolled in the last 4 
years of the program. 

(g) He or she may not have received 
a loan under the guaranteed student 
loan program (popularly called the 
“GSLP” or “FISLP” and covered by 
the regulations at 45 CFR part 177) 
for any part of the same academic 
year for which the HEAL loan is 
sought. 


(h) He or she must agree that all 
funds received under the proposed 
loan will be used solely for tuition and 
other reasonable educational ex- 
penses, including room and _ board, 
fees, books, supplies and equipment, 
laboratory expenses, transportation 
and commuting costs; personal ex- 
penses, the HEAL insurance premium, 
and interest on HEAL loans. 


(42 U.S.C. 294b, 294d, 294h, 294j.) 


§ 126.6 Who is an eligible nonstudent bor- 
rower? 


In order to receive a HEAL loan, a 
person who is not a student must satis- 
fy all of the following requirements: 

(a) He or she must have previously 
received a HEAL loan for which he or 
she is required to make payments of 
interest, but not principal, during the 
period for which the new loan is in- 
tended. This may be the grace period 

- or a period of internship, residency or 
deferment. 3 
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(b) He or she must. continue to meet 
the citizen, national, or residency 
qualifications required of student bor- 
rowers. 

(c) He or she must agree that all 
funds received under the proposed 
loan will be used solely for payment of 
currently accruing interest on HEAL 
loans and the HEAL insurance premi- 
um. . 


(42 U.S.C. 294d, 294h.) y. 


$126.7 The loan application process. ri 


(a) A person seeking a HEAL loan 
must accurately and completely fill 
out the loan application form provided 
by the lender. In the case of a student 
borrower, the student borrower must 
complete a portion of the application 
form and must have his or her school 
complete another portion. The school 
provides information relating to the 
student’s eligibility, the student’s esti- 
mated cost of attendance, and other fi- 
nancial aid (exclusive of family contri- 
butions) which the school is aware will 
be awarded the student during the 
academic period covered by the pro- 
posed HEAL loan. 

(b) A special requirement exists for 
students enrolled or accepted for en- 
rollment in courses of study leading to 
a degree in medicine, osteopathic 
medicine, or dentistry. For these stu- 
dents, the school must additionally 
state on the loan application that it 
authorizes the loan applicant to re- 
ceive a HEAL loan. Schools of medi- 
cine, osteopathic medicine and dentist- 
ry are responsible for making sure 
that no more than 50 percent of their 
students in each class are authorized 
to receive new HEAL loans each 12- 
month academic year. 

(c) If the lender agrees to make the 
loan to the applicant, and if the Com- 
missioner of Education approves the 
loan for HEAL insurance, the appli- 
cant then must sign a promissory note. 
The promissory note sets out the 
rights and responsibilities of the bor- 
rower and lender. Subpart C of these 
regulations describes the terms of the 
loan in detail. 


(42 U.S.C. 294d, 294h, 2947.) 


§126.8 What are the borrower’s major 
rights and responsibilities? 


(a) The borrower’s rights. (1) Once 
the terms of the HEAL loan have been 
established, the lender may not 
change them without the borrower’s 
consent. 

(2) The lender must provide the bor- 
rower with a copy of the completed 
promissory note when the loan is 
made. The lender must return the 
original note to the borrower when 
the loan is paid in full. 

(3) The lender must make the HEAL 
loan disbursement check or draft pay- 
able to the borrower or, if authorized 


by the borrower in writing, jointly to 
the borrower and the school. The loan 
disbursement check or draft. must re- 
quire the personal endorsement of the 
borrower. 

(4) The lender must provide the bor- 
rower with a copy of the repayment 
schedule before repayment begins. 

(5) If the loan is sold from one 
lender to another lender, or if the loan 
is serviced by a party other than the 
lender, the holder must notify the bor- 
rower if the borrower is required to 
send installment payments or direct 
other matters connected with the loan 
to a new address. 

(6) The borrower does not have to 
begin repayment until nine full 
months after leaving school or an ac- 
credited internship or residency pro- 
gram as more fully described in 
§ 126.11. 

(7) The borrower is entitled to defer- 
ment from repayment of the principal 
amount of his or her loans during cer- 
tain periods as more fully described in 
§ 126.12. 

(8) The borrower may prepay the 
whole or any portion of the loan at 
any time without penalty. 

(9) The borrower’s total loan obliga- 
tion is cancelled in the event of death 
or total and permanent disability. 

(10) In order to assist the borrower 
in avoiding default, the lender may 
grant the borrower forbearance. How- 
ever, whether or not to grant forbear- 
ance is wholly within the lender’s dis- 
cretion. Forbearance is more fully de- 
scribed in § 126.37. 

(11) At the option of the Federal 
Government, the borrower may apply 
for a special contract to have his or 
her loan fully or partially repaid by 
serving for at least 2 years in a health 
manpower shortage area determined 
by the Secretary. A contract may be 
granted depending on the availability 
of the various health manpower posi- 
tions in shortage areas at the time re- 
payment is due and the availability of 
funds appropriated for this purpose. 

(b) The borrower’s responsibilities. 
(1) The borrower must become famil- 
iar with the terms of the loan, includ- 
ing the manner in which interest is 
payable over the life of the loan. 

(2) The borrower must pay any in- 
surance premium that the lender may 
require as more fully described in 
§ 126.14. 

(3) The borrower must pay all inter- 
est charges on the loan as required by 
the lender. 

(4) The borrower must immediately 
notify the lender if any of the follow- 
ing occurs: 

(i) Change of address; 

(ii) Change of name; 

diii) Failure to enroll in a HEAL 
school for the period for which the 
loan is intended; 

(iv) Transfer to another school; 


(v) Withdrawal from a HEAL school 
or change in status to less than full- 
time attendance at a HEAL school; 

(vi) Graduation; 

(vii) Cessation of participation in an 
internship or residency program; 

(viii) Change of status that entitles a 
borrower to deferments; and 

(ix) Change of status that author- 
ized deferment of loan. 

(5) The borrower must repay the 
loan in accordance with the repay- 
ment schedule. A borrower may not 
have a HEAL loan discharged in bank- 
ruptcy until after the first 5 years of 
the repayment period. 

(6) If the borrower fails to make 
payments on the loan on time, the 
total amount to be repaid by the bor- 
rower. may be increased by additional 
interest, late charges, attorney’s fees, 
court costs, and other collection 
charges. In addition, the United States 
may offset amounts attributable to an 
unpaid loan from Federal reimburse- 
ments for medicaid or medicare to a 
defaulted borrower practicing his or 
her profession. 


(42 U.S.C. 294d, 294e, 294f, 294h, 294k.) 
Subpart C—The Loan 


$126.10 How much can be borrowed? 


(a) Student borrowers. Eligible stu- 
dent borrowers enrolled in programs 
of medicine, osteopathic medicine, 
dentistry, veterinary medicine, optom- 
etry, podiatry, and public health may 
borrow up to $10,000 principal for 
each academic year, up to a total prin- 
cipal amount of $50,000. A pharmacy 
student may borrow up to $7,500 prin- 
cipal for each academic year, up to a 
total principal amount of $37,500. For 


‘these purposes, an academic year is 12 


months in duration. However, in no 
case may a student receive a loan that 
is greater than the sum of the stu- 
dent’s estimated cost of attendance 
less other financial aid awarded for 
the same academic period plus the 
HEAL insurance premium and the in- 
terest that is expected to accrue and 
must be paid on HEAL loans during 
the period for which the new loan is 
intended. 

(b) Nonstudent borrowers. Eligible 
nonstudent borrowers in the fields of 
medicine, osteopathic medicine, den- 
tistry, veterinary medicine, optometry, 

» and public health may 
borrow up to $10,000 principal for a 
12-month period. Eligible nonstudent 
borrowers in the field of pharmacy 
may borrow up to $7,500 for a 12- 
month period. However, in no case 
may a nonstudent borrower receive a 
loan that is greater than the sum of 
the HEAL insurance premium and the 
interest that is expected to accrue and 
must be paid on HEAL loans during 
the period for which the new loan is 
intended.- Nonstudent borrowers. are 


FEDERAL REGISTER, VOL. 43, NO. 150—THURSDAY, AUGUST 3, 1978 





subject to the same limitations on 
overall principal indebtedness as stu- 
dent borrowers. ‘That is, borrowers in 
the fields of medicine, osteopathic 
medicine, dentistry, veterinary medi- 
cine, optometry, podiatry, and public 
health may not borrow more than 
$50,000 total principal on all HEAL 
loans, including loans obtained while 
the borrower was a student. Borrowers 
in the field of pharmacy may not 
borrow more than $37,500 total princi- 
pal on all HEAL loans, including 
HEAT. loans obtained while the bor- 
rower was a student. 


(42 U.S.C. 294b, 294d, 294h.) 


§ 126.11 Terms of repayment. 


(a) Commencement of repayment. 
The borrower’s repayment period 
must begin the first day of the 10th 
month after the month he or she 
ceases to be a full-time student at a 
HEAL school. However, if the borrow- 


- er becomes an intern or resident in an 


accredited program within 9 full 
months after leaving school, then the 
borrower’s repayment period must 
begin the first day of the 10th month 
after the month he or she ceases to be 
an intern or resident. The 9-month 
period before the repayment period 
begins is popularly called the “grace 
period.” If a nonstudent borrower ob- 
tains another another HEAL loan 
during the grace period or a period of 
internship, residency, .or deferment, 
the borrower must. begin to repay this 
loan when repayment on the borrow- 
er’s other HEAL loans begins or re- 
sumes. 

(b) Length of the repayment period. 
In general, a lender must allow a bor- 
rower at least 10 years, but not more 
than 15 years, to repay a loan calculat- 
ed from the beginning of repayment 
period. A borrower must fully repay a 
loan within 23 years after it is made. 
There is an exception, however, to 
these rules. If a borrower receives a 
deferment from repayment, as more 
fully described in § 126.12, the period 
of the deferment is not included in the 
caiculation of the 10-, 15-, and 23-year 


{c) Prepayment. A borrower may 
repay the whole or any part of a loan 
before required by the repayment 
schedule. A borrower who prepays a 
loan may not be penalized in any way 
by the holder of the loan. 


(d) Minimum annual payment. 
During each year of repayment, a bor- 
rower’s payments to all holders of his 
or her HEAL loans must total at least 
$600 or a sum equal to the interest 
that accrues during the year on all of 
the loans, whichever amount is great- 
er. However, the $600 rule does not 
apply im any case where it would 
result in a borrower repaying a HEAL 
toan in fewer than 10 years. 
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(e) Repayment schedule agreement. 
During the grace period, a borrower 
must contact the holder of the loan to 
establish the precise terms of repay- 
ment. The repayment schedule may 
provide for substantially equal install- 
ment payments or for installment pay- 
ments that increase in amount over 
the repayment period. If a graduated 
repayment schedule is established, it 
may not provide for any single install- 
ment that is more than five times 
greater than any other installment. 

(f) Supplemental repayment agree- 
ment. (1) A lender and a borrower may 
enter into an agreement supplement- 
ing the regular repayment schedule 
agreement. Under a supplemental re- 
payment agreement, the lender agrees 
that the borrower is deemed to meet 


‘ the terms of the regular repayment 


schedule so long as the borrower 
makes payments in accordance with a 
separate schedule. 

(2) The purpose of a supplemental 
repayment agreement is to permit a 
lender, at its option, to offer a borrow- 


.er a repayment schedule based on 


other than equal or graduated pay- 
ments. (For example, a supplemental 
repayment agreement may base the 
amount of the borrower’s payments on 
his or her income.) 

(3) The agreement and separate 
schedule must contain terms which 
the Commissioner of Education is sat- 
isfied do not unduly burden the bor- 
rower and do not subject the Commis- 
sioner to undue liability. A lender and 
borrower may not enter into a supple- 
mental repayment agreement unless 
the lender has obtained the Commis- 
sioner’s prior approval of its terms. 

(4) The borrower may not insist 
upon the establishment of a supple- 
mental repayment agreement. The 
lender may not insist upon the estab- 
lishment of a supplemental repayment 
agreement unless the borrower’s writ- 
ten consent to enter into an agreement 
of this type was obtained by the 
lender at the time the loan was made. 

(5) A lender may assign a loan sub- 
ject to a supplemental repayment 
agreement only if it makes the buyer 
aware of the terms of the supplemen- 
tal agreement. In such cases, the loan 
and the supplemental ee must 
be assigned together. 


(42 U.S.C. 294d, 294h.) 


§ 126.12 Deferment. 


(a) Once the repayment period has 
commenced, periodic installments of 
principal may be deferred during any 
period: 

(1) During which the borrower is 
pursuing a full-time course of study at 
a HEAL school or at an institution of 
higher education that is a “participat- 
ing school” in the guaranteed student 
loan program; or 
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(2) Not in excess of 3 years during 
which the borrower is a participant in 
an accredited internship or residency 
program; or 

(3) Not in excess of 3 years during 
which the borrower is a member of the 
Armed Forces of the United States; or 

(4) Not in excess of 3 years during 
which the borrower is in service as a 
volunteer under the Peace Corps Aci; 
or 

(5) Not in excess of 3 years during 
which the borrower is a member of the 
National Health Service€orps; or 

(6) Not in excess of 3 years during 
which the borrower is a full-time vol- 
unteer under title I of the Domestic 
Volunteer Service Act of 1973. 

(b) In order to receive a deferment, a 
borrower must apply to the holder of 
the loan. If the borrower submits writ- 
ten evidence that verifies eligibility for 
the deferment, the holder of the loan 
must approve the deferment. 

(c) At the holder’s option, the bor- 
rower may also postpone payment of 
interest during the period of defer- 
ment. : 


(42 US.C. 294d, 294h.) 


§ 126.13 Interest. 


(a) Rate. At the lender’s option, the 
interest rate on a HEAL loan may be 
calculated on a fixed rate or on a vari- 
able rate basis. However, whichever 
method is selected must continue over 
the life of the loan, except where the 
loan is consolidated with another 
HEAL loan. 

(1) Interest that is calculated on a 
fixed rate basis may not exceed 12 per- 
cent per year on the unpaid principal 
balance of the HEAL loan. A lender 
may set a rate of less than 12 percent 
per year. A fixed interest rate applies 
uniformly over the life of the loan. 

(2) Interest that is calculated on a 
variable rate basis may not, for any 
period of time, exceed 12 percent per 
year on the unpaid principal balance 
of the HEAL loan. A variable interest 
rate consists of a flat rate of 7 percent 
per year plus a variable component 
that is determined every calendar 
quarter as the market price of U.S. 
Treasury bills changes. 

(3) The Commissioner of Education 
computes the variable component for 
@ particular calendar quarter: (i) By 
determining the average of the bond 
equivalent rates reported for the 91- 
day U.S. Treasury bills auctioned for 
the preceding calendar quarter, (ii) by 
subtracting 3.5 percent from that aver- 
age, (ili) by rounding the difference up 
to the nearest one-eighth of 1 percent, 
and (iv) by dividing the result by 4. If 
the variabie component would cause 
the interest rate for the preceding 12- 
month period to exceed 12 percent, 
the Commissioner reduces the rate. of 
the variable component for the cur- 
rent quarter to the highest one-eighth 
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of 1 percent which would not cause 
the excess. 

(4) The Commissioner announces 
the variable rate on a quarterly basis 
through a notice published in the Fep- 
ERAL REGISTER. 

(b) Compounding of interest. As a 
general rule, unpaid accrued interest 
must be compounded semiannually 
and added to principal. However, a 
lender that permits a borrower to 
postpone payment of interest before 
the beginning of the repayment period 
or during periods of deferment or for- 
bearance may refrain from semiannual 
compounding of interest and add ac- 
crued interest to principal only at the 
time repayment of principal begins or 
resumes. A lender may do so only if 
this practice does not result in interest 
being compounded more frequently 
than semiannually. 

(c) Payment. Interest begins to 
accrue when a loan is disbursed and is 
payable in periodic installments over 
the life of the loan. However, a lender 
may permit a borrower to postpone 
payment of interest before the begin- 
ning of the repayment period or 
during a period of deferment or for- 
bearance. In these cases, payment of 
interest must begin or resume on the 
date on which repayment of principal 
begins or resumes. 

(d) Usury laws. The law provides 
that no provision of any Federal or 
State law that limits the rate or 
amount of interest payable on loans 
(commonly known as usury laws) shall 
apply to a HEAL loan. 


(42 U.S.C. 294d, 294h.) 


§ 126.14 The insurance premium. 


(a) General. The Commissioner of 
Education insures each lender of a 
HEAL loan against losses it may suffer 
if the borrower defaults on his or her 
loan, dies, becomes totally and perma- 
nently disabled, or is adjudicated a 


bankrupt. For this insurance, the 
Commissioner charges each lender an 
insurance premium. The lender may 
pass along the cost of the insurance 
premium to the borrower in the form 
of a one time special charge with no 
subsequent adjustments required. The 
lender may bill the borrower separate- 
ly for the insurance premium or may 
deduct an amount attributable to it 
from the loan. proceeds. The lender 
must clearly identify to the borrower 
the amount of insurance premium and 
the method of calculation. The HEAL 
insurance coverage on a loan ceases to 
be effective after a 60-day default by 
the lender in the payment of the pre- 
mium. Premiums are not refundable 
by the Commissioner, and need not be 
refunded by the lender to the borrow- 
er, even if the borrower graduates or 
withdraws from the school, or de- 
faults, dies or becomes totally and per- 
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manently disabled prior to the antici- 
pated graduation date. 

(b) Rate. The rate of the insurance 
premium is one-fourth of 1 percent 
per year of the loan principal. 

(c) Method of calculation.—(1) Stu- 
dent borrowers. The lender must cal- 
culate the insurance premium on the 
basis of the period commencing the 
month beginning after the month the 
loan proceeds are disbursed to the stu- 
dent borrower and ending 9 full 
months after the month of the stu- 
dent’s anticipated date of graduation. 

(2) Nonstudent borrowers. The 
lender must calculate the insurance 
premium for nonstudent borrowers on 
the basis of the period commencing 
the month beginning after the month 
the loan proceeds are disbursed to the 
borrower and ending at the conclusion 
of the month preceding the month in 
which repayment of principal is ex- 
pected to begin or resume on the bor- 
rower’s previous HEAL loans. 

(3) Multiple installments. In cases 
where the lender disburses the loan in 
multiple installments, the insurance 
premium is calculated for each dis- 
bursement. 


(42 U.S.C. 294d, 294e, 294h.) 


§ 126.15 Other charges to the borrower. 


(a) Late charges. The lender may, to 
the extent permitted by State law, re- 
quire that the borrower pay a late 
charge if the borrower fails to pay all 
of. a required installment payment 
within 10 days after its due date or 
fails to provide written evidence that 
verifies eligibility for the deferment of 
the payment. A late charge may not 
exceed 5 cents for each dollar of in- 
stallment payment due or $5 for each 
payment, whichever is less. 

(b) Collection charges. The lender 
may also require that the borrower 
pay the holder of the note for certain 
reasonable costs incurred by the 
holder or its agent in collecting any in- 
stallment not paid when due. These 
costs may including attorney’s fees, 
court costs, telegrams, and long-dis- 
tance phone calls. The holder may not 
charge the borrower for the normal 
costs associated with preparing letters 
and making personal and local tele- 
phone contacts with the borrower. No 
charges other than those authorized 
by this section, including a service 
agency’s fees for normal servicing of a 
loan, may be passed on to the borrow- 
er, either directly or indirectly. 

(c) Other loanmaking costs. A lender 
may not pass any cost of making a 
HEAL loan other than the cost of the 
insurance premium on to the borrow- 
er. 


(42 U.S.C. 294h.) 


§ 126.16 Power of attorney. 


Neither a lender nor a school may 
obtain a borrower’s power of attorney 
or other authorization to endorse a 
disbursement check on behalf of a bor- 
rower. The borrower must personally 
endorse the check and may not autho- 
rize anyone else to endorse it on his or 
her behalf. 


(42 U.S.C. 294h.) 


§ 126.17 Security and endorsement. 


A HEAL loan must be made without 
security. With one exception, it must 
also be made without endorsement. If 
a borrower is a minor and cannot 
under State law vc-eate a legally bind- 
ing obligation by his or her own signa- 
ture, a lender may require an endorse- 
ment by another person on the bor- 
rower’s HEAL note. For puposes of 
this section, an “endorsement” means 
a signature of any party—other than 
the borrower—who is to assume either 
cag or secondary liability on the 
note. _ 


(42 U.S.C. 294d, 294h.) 


§ 126.18 Consolidation of HEAL loans. 


If a lender holds two or more HEAL 
loans made to the same borrower, the 
lender and the borrower may agree to 
consolidate the loans into a single 
HEAL loan obligation evidenced by 
one promissory note. In this situation, 
the lender must first inform the bor- 
rower of the effect of the consolida- 
tion on the interest rate and explain 
to the borrower that he or she is not 
required to agree to the consolidation. 


(42 U.S.C. 294e, 294h.) 


§ 126.19 Forms. 


All forms required under the HEAL 
program are provided by the Commis- 
sioner of. Education. A _ school, a 
lender, or the Student Loan Marketing 
Association may change the format of 
any forms provided by the Commis- 
sioner. However, without prior approv- 
al of the Commissioner, a school, a 
lender, or the Student Loan Marketing 
Association may not change the provi- 
sions of any form. The Commissioner 
may prescribe the parties by whom 
the forms must be completed, the par- 
ties to whom the forms must be trans- 
mitted, and the times at which the 
forms must be transmitted. A school 
or lender, or an agent of either, may 
not sign in blank any form used in 
connection with a HEAL loan and it 
may not ask or permit a borrower to 
do so either. 


(42 U.S.C. 294e, 294h.) 


§ 126.20 The Commissioner’s collection ef- 
forts after payment of a default claim. 
After paying a default claim on.a 
HEAL loan, the Commissioner of Edu- 
cation attempts to collect against the 
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borrower and any valid endorser in ac- 
cordance with the Federai claims col- 
lection standards (4 CFR Parts 10i- 
105). The Commissioner attempts col- 
lection of all unpaid principal and ac- 
crued interest, except in the following 
situations: 

(a) The borrower has a valid defense 
on fhe loan. In this situation, the 
Commissioner refrains from collection 
against the borrower or endorser to 
‘the extent of any defense that either 
may have. Examples of a valid defense 
include expiration of the statute of 
limitations and infancy. 

tb) A school owes the borrower a 
refund for the period covered by the 
loan. In this situation, the Commis- 
sioner refrains from collection to the 
extent of the unpaid refund if the bor- 
rower assigns to the Commissioner the 
right to receive the refund. 

(c) The school or lender is the subject 
of a lawsuit or Federal administrative 
proceeding. In this situation, if the 
Commissioner determines that the 
proceeding involves allegations that, if 
proven, would provide the borrower 
with a full or partial defense on the 
loan, then the Commissioner may sus- 
pend collection activity on ali or part 
of a loan until the proceeding ends. 
The Commissioner suspends collection 
activity only for so long as he or she 
believes that the proceeding is being 
energetically prosecuted in good faith 
and that the allegations that relate to 
the borrower's defense are reasonably 
likely toe be proven. 

(d) The borrower dies, becomes total- 
ly and permanently disabied, or has 


the HEAL loan discharged in bank- 


rupicy. In this situation, the Commis- 
sioner terminates all collection activity 


also terminates all collection activity 
against any valid endorser. 


(42 USC, 294f, 294h.) 


§ 126.21 Refunds. 


(a) Studeni authorization. By apply- 
ing for a HEAL loan, a student autho- 
rizes a participating school to make 
payment of a refund that is allocable 
to a HEAL loan directly to the original 


lender (or to a subsequent holder of © 


the loan note, if the school has knowl- 
edge of the holder's identity). 

(be) Treatment of lenders. (1) A 
holder of a HEAL loan must treat a 


aap ude dinianae senetecs Mhten’a 450A, 


school a refund payment allocable to a 


te its source. At the same time, the 
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lender must provide to the borrower 
written notice of the transmission. of 
this amount. However, if the lender 
does not have knowledge of the bor- 
rower’s address, it must so advise the 
subsequent holder of the loan. The 
subsequent holder must then provide 
the borrower with written notice of its 
receipt of the refund payment. 


(42 U.S.C. 204h, 2941.) 
Subpart D—The Lender 


§ 126.30 Which organizations are eligible 
to appiy te be HEAL lenders? 

(a) A HEAL lender may make and 
hold loans under the HEAL program. 
In these regulations, the term 
“lender” includes a subsequent holder. 

(ob) The followine.types of organiza- 
tions are eligible to apply to the Com- 
missioner of Education te be HEAL 
lenders: 

(1) A financial or credit institution 
(meluding a bank, savings and loan as- 
sociation, credit union, or insurance 
company) which is subject to examina- 
tion and supervision in its capacity as 
@ lender by an agency. of the United 
States or of the State in which it has 
its principal place of business; 

(2) A pension fund, approved by the 
Commissioner; 

(3) An agency or instrumentality of 
a State; and 

(4) A HEAL school. 

(c) The Student Loan Marketing As- 
sociation (populariy known as “Sallie 
Mae”) is, by law, an eligible HEAL 
holder. 


(42 US.C. 294a, 294e, 294h, 204j.) 


§ 126.31 The application to be a HEAL 
lender. 


(a) In order te be a HEAL lender, an 
eligible organization must submit an 
application to the Commissioner of 
Education. 

(b) In determining whether to enter 
into an insurance contract with an ap- 
plicant and what the terms of that 
contract should be, the Commissioner 
may consider the following criteria: 

(1) Whether the applicant is capable 
of complying with the requirements in 
the HEAL regulations applicable to 
lenders; 

(2) The amount and rate of loans 
which are currently delinquent or in 
default, if the applicant has had prior 
experience with similar Federal or 
State student loan programs; and 

(3) The finanical resources of the ap- 
plicant. 

(c) The Commissioner of Education 
may require an applicant to submit 
sufficient materials with its applica- 
tion so that the Commissioner may 
fairly evaluate it im accordance with 
these criteria. 


(42 U.S.C. 294h.) 
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§ 126.32 The HEAL sender insurance coa- 
tract. 


(a) (1) If the Commissioner of Edu- 
cation approves a lender’s application 
to be a HEAL lender, the Commission- 
er and the iender sign an insurance 
contract. In general, the lender agrees 
to comply with ali the laws, regula- 
tions, and other requirements applica- 
ble to its participation as a lender in 
the HEAL program. The Commission- 
er agrees to insure each eligible HEAL 
joan held by the lender against the 
borrewer’s default, death, total and 
permanent disability, or bankruptcy. 
The Commissioner’s insurance covers 
100 percent of the lender’s losses on 
both unpaid principal and interest, 
except to the extent that a borrower 
may have a defense on the loan, other 
than infancy. 

(2) HEAL insurance, however, is not 
unconditional. The ioner 
issues HEAL insurance on the implied 
representations of the lender that all 
the requirements for the initial insura- 
bility of the loan have been met. 
HEAL insurance is further condition- 
ed upon compliance by all holders of 
the loan with the HEAL regulations 
applicable to lenders. The contract 
may contain a limit on the duration of 
the contract and the number or 
amount of HEAL loans a lender may 
make or hold. Each HEAL lender has 
either a standard insurance contract . 
or a comprehensive insurance contract 
with the Commissioner. 

(b) Standard insurance contract. A 
lender with a standard insurance con- 
tract must submit to the Commission- 
er a borrower’s loan application for 
HEAL insurance on each loan that the 
lender determines to be eligible. The 
Commissioner notifies the lender 
whether the loan is or is not insurable 
and the amount of the insurance. No 
disbursements made on a loan made 
prior to the Commissioner’s approval 
of that loan are insured. 

(c) Comprehensive insurance con- 
tract. A lender with a comprehensive 
imsurance contract may disburse a 
loan without submitting an individual 
borrower’s loan application to the 
Commissioner for initial approval. All 
eligible loans made by a lender with 
this type of contract are automatically 
insured. 


(42 US.C. 2948, 294b, 294d, 294e, 294f, 294h. 
294k.) 


$126.33 Making a HEAL toan. 


The ioan-making process includes 
the processing of necesary forms, the 
approval of a borrower for a loan, the 
determination of the loan amount, the 
explanation to a borrower of his or 
her responsibilities under the loan, 
having the borrower execute the 
promissory note, and the disburse- 
ment of the loan proceeds. A lender 
may not delegate its loan-making func- 
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tions to a servicing agency or other 
party. A lender may rely in good faith 
upon statements of a borrower and 
the HEAL school contained in applica- 
tion papers. 

(a) Processing of forms. Before 
making a HEAL loan, a lender must 
determine that all required forms 
have been completed by the borrower, 
the HEAL school, and the lender. 

(b) Approval of borrower. A lender 
may make a HEAL loan only to an eli- 
gible student or nonstudent borrower. 

(c) Determination of loan amount. A 
lender may not make a HEAL loan in 
an amount that exceeds the permissi- 
ble annual and aggregate maximums 
described in § 126.10. 

(d) Borrower interview. (1) Before 
making an initial HEAL loan to a bor- 
rower, an employee of the lender 
should meet personally with the bor- 
rower in order to ensure that the bor- 
rower understands his or her rights 
and responsibilities under the loan. In 
particular, the lender should explain 
to the borrower that the loan must be 
repaid and that the loan proceeds may 
be applied toward educational ex- 
penses only. In addition, the lender 
must familiarize the borrower with 
the manner in which he or she must 
pay the interest that accrues prior to 
the beginning of the repayment 
period. 

(2) In all cases, a lender must obtain 
from a borrower a signed statement, 
on a form provided by the Commis- 
sioner, describing the borrower’s 
rights and responsibilities. 

(e) Promissory note. Each loan must 
be evidenced by a promissory note. 
The Commissioner of Education peri- 
odically makes an approved promisso- 
ry note form available to HEAL lend- 
ers. A lender must obtain the Commis- 
sioner’s prior approval before it makes 
a HEAL loan evidenced by a promisso- 
ry note containing any deviation from 
the provisions of the Commissioner’s 
most current form. The lender must 
give the borrower a copy of each ex- 
ecuted note. 

(f) Disbursement of HEAL Loan. (1) 
A lender must disburse HEAL loan 
proceeds by means of a check or draft 
payable to a student borrower or, if 
authorized by the student in writing, 
jointly to the student and the HEAL 
school. Except where a lender is also a 
school, a lender must mail the check 
or draft to the school (to the attention 
of the school official named on the 
loan application) for delivery to the 
student borrower. A lender may not 
mail the check or draft to a school ear- 
lier than is reasonably necessary to 
meet the cost of education for the 
-period for which the loan is made. 

(2) The Commissioner encourages 
lenders to disburse HEAL loan pro- 
ceeds in multiple installments that 
correspond to a borrower’s needs over 
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the period for which the loan is in- 
tended. 

(3) A school lender must disburse 
the HEAL loan proceeds in one or 
more installments that correspond to 
a borrower’s educational expenses over 
the period for which the loan is in- 


- tended. However, in no case may the 


school lender disburse the proceeds 
earlier than is reasonably necessary to 
meet the costs of education for the 
period for which the loan is made. 


(42 U.S.C. 294f, 294h.) 


§ 126.34 HEAL loan servicing. 


(a) Borrower inquiries. A lender 
must respond on a timely basis to writ- 
ten inquiries and other communica- 
tions from a borrower and any endors- 
er of a HEAL loan. 

(b) Conversion of loan to repayment 
status. (1) When a lender determines 
that a borrower’s loan is about to 
enter repayment, the lender must 
promptly contact the borrower in 
order to establish the terms of repay- 
ment. 

(2) When establishing repayment 
terms, the lender should take into con- 
sideration the financial obligations 
and the current and potential income 
of the borrower. The lender should 
design a repayment schedule that re- 
tires the loan as soon as possible with- 
out leading to default caused by the 
borrower’s inability to make pay- 
ments. 

(3) Terms of repayment are estab- 
lished in a written schedule that is 
made a part of, and subject to the 
terms of, the borrower’s original 
HEAL note. 

(4) The lender may not surrender 
the original promissory note to the 
borrower until the loan is paid in full. 
At that time, the lender must give the 
borrower the original promissory note. 


(42 U.S.C. 294f, 294h.) 


§ 126.35 HEAL loan collection. 


A lender must exercise due diligence 
in the collection of a HEAL loan with 
respect to both a borrower and any en- 
dorser. In order to exercise due dili- 
gence, a lender must implement the 
following procedures when a borrower 
fails to honor his or her payment obli- 
gation: 

(a) When a borrower is delinquent in 
making a payment, the lender must 
remind the borrower within 15 work- 
ing days of the date the payment was 
due by means of a letter, telephone 
call, or personal contact. If payments 
do not resume, the lender must at- 
tempt to contact both the borrower 
and any endorser at least three more 
times at regular intervals during the 
following 4-month period. These con- 
tacts should become progressively 
more firm in tone. 


(b) Whenever a lender does not 
know the borrower’s correct address, 
the lender must attempt to locate the 
borrower through normal commercial 
collection techniques, including con- 
tacting any endorser or other individu- 
al named on the borrower’s applica- 
tion. If these efforts are unsuccessful, 
the lender must attempt to learn the 
borrower’s correct address through 
use of the Office of Education pre- 
claim assistance. This preclaim assist- 
ance consists of attempts to locate a 
missing borrower. The Office of Edu- 
cation advises the lender of the results 
of its efforts to locate the missing bor- 
rower. The Commissioner of Educa- 
tion does not pay insurance on a de- 
fault claim if the lender failed to re- 
quest preclaim assistance where the 
borrower’s address was unknown. 

(c) When a borrower is 60 days delin- 
quent in making a payment, the 
lender must request preclaim assist- 
ance from the Office of Education. 
This preclaim assistance consists of a 
series of letters to the borrower urging 
the borrower to contact the lender and 
resume payments. The Commissioner 
of Education does not pay insurance 
on a default claim if the lender failed 
to request preclaim assistance in this 
situation. 

(d) If a lender does not sue the bor- 
rower, it must send a final demand 
letter to the borrower and any endors- 
er at least 30 days before it files a de- 
fault claim. However, the lender need 
not send a final demand letter to a 
borrower whose address is unknown. 

(e) If a lender sues a defaulted bor- 
rower or endorser, it may first apply 
the proceeds of any judgment against 
its reasonable attorney’s fees and 
court costs, whether or not the judg- 
ment provides for these fees and costs. 


(42 U.S.C. 294f, 294h.) 


§ 126.36 Consequence of using an agent. 


The delegation of functions to a ser- 
vicing agency or other party does not 
relieve a lender of its responsibilities 
under the HEAL program. 


(42 U.S.C. 294f, 294h.) 


§ 126.37 Forbearance. 


(a) The Commissioner of Education 
encourages a HEAL lender to grant 
forbearance for the benefit of a bor- 
rower in order to prevent a borrower 
from defaulting on his or her payment 
obligations: “Forbearance” means an 
extension of time for making loan pay- 
ments or the acceptance of smaller 
payments than were previously sched- 
uled. A lender may grant forbearance 
whenever unemployment, health, 
other personal problems, or study that 
is ineligible for deferment temporarily 
affects the borrower’s ability to make 
scheduled payments on a HEAL loan. 
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(b) A lender may exercise forbear- 
ance in accordance with terms that are 
consistent with the minimum annual 
payment requirement and the 15- and 
23-year limitations on length of repay- 
ment (described in §126.11) if the 
lender and borrower agree in writing 
to the new terms. 

(c) A lender may also exercise for- 
bearance for a period of up to 6 
months in accordance with terms that 
are inconsistent with the minimum 
annual payment requirement and the 
15- and 23-year limitations on length 
of repayment (described in § 126.11) if 
the lender complies with the require- 
ments listed below. Subsequent renew- 
als of the forbearance must also be do- 
cumented in accordance with the fol- 
lowing requirements: 

(1) The lender must reasonably be- 
lieve that the borrower intends to 
repay the loan but is currently unable 
to make payments in accordance with 
the terms of the loan note. The lender 
must state the basis for its belief in 
writing and maintain that statement 
in its loan file on that borrower. 

(2) Both the borrower and an au-. 
thorized official of the lender must 
sign a written agreement of forbear- 
ance. 

(3) If the agreement between the 
borrower and lender provides for de- 
ferment of all payments, the lender 
must contact the borrower at least 
every 3 months during the period of 
forbearance in order to remind the 
borrower of the outstanding obligation 
to repay. 


(42 U.S.C. 294f, 294h.) 


§ 126.38 Assignment of a HEAL loan. 


«a 

A HEAL note may not be assigned 
except to another HEAL lender or the 
Student Loan Marketing Association 
(popularly known as “Sallie Mae’’). In 
this section “seller” means any kind of 
assignor and “‘buyer” means any kind 
of assignee. 

(a) Procedure. A HEAL note assigned 
from one lender to another must be 
subject to a blanket endorsement to- 
gether with other HEAL notes being 
assigned or must individually bear ef- 


fective words of assignment. Either - 


the blanket endorsement or the HEAL 
note. must be signed and dated by an 
authorized official of the seller. The 
buyer must notify the Commissioner 
of Education of the assignment within 
30 days of the transaction. The buyer 
must assure that the borrower is noti- 
fied if the assignment results in the 
borrower being required to make in- 
stallment payments or direct other 
matters connected with the loan to a 
party other than the seller. The notice 
to the borrower must contain a clear 
statement of all the borrower’s rights 
and responsibilities which arise from 
the assignment of the loan, including 
a statement regarding the conse- 


RULES AND REGULATIONS 


quences of making payments to the 
seller subsequent to receipt of the 
notice. 

(b) Risks assumed by the buyer. 
Upon acquiring a HEAL loan, a new 
holder assumes responsibility for the 
consequences of any previous viola- 
tions of applicable statutes, regula- 
tions, or the terms of the note. A 
HEAL note is not a negotiable instru- 
ment, and a subsequent holder is not a 
holder in due course. If the borrower 
has a valid legal defense that could be 
asserted against the previous holder, 
the borrower can also assert the de- 
fense against the new holder. In this 
situation, if the new holder files a de- 
fault claim on a loan, the Commission- 
er denies the default claim to the 
extent of the borrower’s defense. Fur- 
thermore, when a new holder files a 
claim on a HEAL loan, it must provide 
the Commissioner with the same docu- 
mentation that would have been re- 
quired of the original lender. 

(c) Warranty. Nothing in this section 
precludes the buyer of a HEAL loan 
from obtaining a warranty from the 
seller covering certain future reduc- 
tions by the Commissioner in comput- 
ing the amount of insurable loss, if 
any, on a claim filed on the loan. The 
warranty may only cover reductions 
which are attributable to an act or 
failure to act of the seller or other pre- 
vious holder. The warranty may not 
cover matters for which the buyer is 


charged with responsibility under the 
HEAL regulations. 


(42 U.S.C. 294a, 294e, 294h.) 


§ 126.39 Death and disability claims. 


(a) Death. If a borrower dies, his or 
her obligation to make any further 
payments of principal and interest on 
a HEAL loan is canceled. The holder 
of the loan may not attempt to collect 
on the loan from the borrower’s estate 
or any endorser. The holder may make 
a determination that the borrower has 
died on the basis of a death certificate 
or other proof of death which is ac- 
ceptable under applicable State law. If 
a death certificate or other acceptable 
proof of death is not available, the 
borrower’s obligation on the loan is 
canceled on account of death only 
upon a determination by the Commis- 
sioner of Education on the basis of 
other evidence that the Commissioner 
finds conclusive. The holder must 
return to the sender any payments re- 
ceived from the estate of the borrower 
or paid on behalf of the borrower 
after the date of death. 2 

(b) Disability. (1) If a borrower be- 
comes totally and permanently dis- 
abled, his or her obligation to make 
any further payments of principal and 
interest on a HEAL loan is canceled. A 
borrower is totally and permanently 
disabled if he or she is unable to 
engage in any substantial gainful ac- 
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tivity because of a medically determin- 
able impairment, which the Commis- 
sioner expects to continue for a long 
and indefinite period of time or to 
result in death. 

(2) After being notified by the bor- 
rower or the borrower’s representative 
that the borrower claims to be totally 
and permanently disabled, the holder 
of the loan may not attempt to collect 
on the loan from the borrower or any 
endorser. The holder must promptly 
request that the Commissioner deter- 
mine whether a borrower has become 
totally and permanently disabled. 
With its request, the holder must 
submit medical evidence no more than 
4 months old that it has obtained from 
the borrower or the borrower’s repre- 
sentative. 

(3) If the Commissioner determines 
that the borrower is totally and per- 
manently disabled, the lender must 
return to the borrower any payments 
that it may have received after being 
notified that the borrower claims to be 
totally and permanently disabled. 


(42 U.S.C. 294h, 294k.) 


§ 126.40 Procedures for filing claims. 


(a) A lender must file an insurance 
claim on a form provided by the Com- 
missioner of Education. The lender 
must attach to the claim all documen- 
tation which the Commissioner may 
require. Failure to submit the required 
documentation may result in a claim 
not being honored. The Commissioner 
may also deny a claim that is not 
timely filed. The Commissioner re- 
quires for all claims the following doc- 
umentation: 

(1) The original promissory note; 

(2) The loan application; and 

(3) A payment history, if any. 

(b) The Commissioner’s payment of 
a claim is contingent upon receipt of 
all required documentation and an as- 
signment to the United States of 
America of all right, title, and interest 
of the lender in the note underlying 
the claim. The lender must warrant 
that the loan is eligible for HEAL in- 
surance. 

(c) In addition, the lender must 
comply with the following require- 
ments for the filing of default, death, 
disability, and bankruptcy claims: 

(1) Default claims. (i) Unless a 
lender has notified the Commissioner 
that it has filed suit against a de- 
faulted borrower, it must file a default 
claim with the Commissioner within 
90 days after a loan has been deter- 
mined to be in default. Default means 
that persistent failure of the borrower 
to make a payment. when due, or to 
comply with other terms of the note 
or other written agreement evidencing 
a loan under circumstances where the 
Commissioner finds it reasonable to 
conclude that the borrower no longer 
intends to honor the obligation to 


‘ 
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repay. In the case of a loan repayable 
(or on which interest is payable) in 
monthly installments, this failure 
must have persisted for 120 days. In 


the case of a loan repayable (or on . 


which interest is payable) in less fre- 
quent installments, this failure must 
have persisted for 180 days. 

(ii) In addition to the documentation 
required for all claims, the lender 
must submit with its default claim the 
following: 

(A) The repayment schedule; 

(B) A collection history; 

(C) A final demand -letter, if re- 
quired; and 

(D) The original or a copy of all cor- 
respondence relevant to the amount 
owed by the borrower (whether or not 
received by the original lender, a sub- 
sequent holder, or an independent ser- 
vicing agent). 

diii) If the lender files a default 
claim on a loan and subsequently re- 
ceives a notice of the first meeting of 
creditors in the borrower’s bankrupt- 
cy, the lender must promptly forward 
that notice to the Office of Education. 
The lender may not file a proof of 
elaim with the bankruptcy court in 
this situation. 

(2) Death claims. A lender must file 
a death claim with the Commissioner 
within 60 days after the lender deter- 
mines that a borrower is dead. In addi- 
tion to the documentation required for 
all claims, the lender must submit 
with its death claim those documents 
which formed the basis for its determi- 
nation of death. 

(3) Disability claims. A lender must 
file a disability claim with the Com- 
missioner within 60 days after it is no- 
tified that the Commissioner has de- 
termined a borrower to be totally and 
permanently disabled. In addition to 
the documentation required for all 
claims, the lender must submit with 
its claim evidence of the Commission- 
er’s determination. 

(4) Bankruptcy claims. A lender 
must file a bankruptcy claim with the 
Commissioner within 60 days after the 
lender receives a notice of the first 
meeting of creditors in a borrower’s 
bankruptcy proceeding. The lender 
must file a proof of claim with the 
bankruptcy court. In addition to the 
documentation required for all claims, 
the lender must submit with its claim 
to the Commissioner the following: 

(i) The repayment schedule; 

(ii) A collection history, if any; 

dii) An assignment to the United 
States of America of its proof of claim; 

(iv) All pertinent documents sent to 
or received from the bankruptcy court; 
and 

(v) A statement of any facts of 
which the lender is aware that may 
form the basis for an objection to the 
bankrupt’s discharge or an exception 
to the discharge. Section 733(g) of the 
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Public Health Service Act provides 
that a HEAL loan may be discharged 
in bankruptcy only after the expira- 
tion of the 5-year period beginning 
when the repayment period for the 
loan begins. 


(42 U.S.C. 294f, 294h.) 


§ 126.41 Determination of amount of loss 
on claims. 


(a) General rule. HEAL insurance 
covers the unpaid balance of principal 
and interest on an eligible HEAL loan. 
In determining whether to approve an 
insurance claim for payment, . the 
Commissioner of Education considers 
legal defects affecting the initial valid- 
ity or insurability of the loan. The 
Commissioner also deducts from a 
claim any amount that is not a legally. 
enforceable obligation of the borrower 
exeept to the extent that the defense 
of infancy applies. The Commissioner 
further considers whether all holders 
of the loan have complied with the re- 
quirements of the HEAL regulations, 
including those concerned with the 
making, servicing, and collecting of 
loans, the timely filing of claims, and 
the submission of documents with a 
claim. 

(b) Special rules for loans acquired 
by assignment. If a claim is filed by a 
lender that obtained a loan by assign- 
ment, that lender is not entitled to 
any payment under this section great- 
er than that to which a_ previous 
holder would have been entitled. In 
particular, the Commissioner deducts 
from the claim any amounts that are 
attributable to. payments made by the 
borrower to a prior holder of the loan 
before the borrower received proper 
notice of the assignment of the loan. 

(c) Special rules for loans made by 
school lenders. (1) If the loan for 
which a claim is filed was originally 
made by a school and the claim is filed 
by that school, the Commissioner de- 
ducts from the claim an amount equal 
to any unpaid refund that the school 
owes the borrower. 

(2) If the loan for which a claim is 
filed was originally made by a school 
but the claim is filed by another 
lender that obtained the note by as- 
signment, the Commissioner deducts 
from the claim an amount equal to 
any unpaid refund that the school 
owed the borrower prior to the assign- 
ment. 

(d) Circumstances under which de- 
Sects in claims may be cured or er- 
cused. The Commissioner may permit 
a lender to cure certain defects in a 
specified manner as a condition for 
payment of a default claim. The Com- 
missioner may excuse certain defects 
if the holder submitting the default 
claim satisfies the Commissioner that 
the defect did not contribute to the 
default or prejudice the Commission- 
er’s attempts to collect on the loan 


from the borrower. The Commissioner 
may also excuse certain defects if the 
defect arose while the loan was held 
by another lender and the holder sub- 
mitting the default claim satisfies the 
Commissioner that the assignment of 
the loan was an arm’s length transac- 
tion, that the present holder did not 
know of the defect at the time of the 
sale, and that the present holder could 
not have become aware of the defect 
through an examination of the ‘loan 
documents. 

(e) Payment of insured interest. The 
payment on an approved claim covers 
unpaid interest that accrues through 
the date the Commissioner approves 
the claim and authorizes payment, 
subject to two exceptions: 

(1) If the lender failed to submit a 
claim within the required period after 
the borrower’s default, death, disabil- 
ity, or bankruptcy, the Commissioner 
does not pay interest that accrued be- 
tween the end of that period and the 
date the Commissioner received the 
claim. 

(2) If the Commissioner returned 
the claim to the lender for additional 
documentation necessary for the ap- 
proval of the claim, the Commissioner 
pays interest only for the first 30 days 
following the return of the claim to 
the lender. 


(42 U.S.C. 294b, 294d, 294f, 294h.) 


§ 126.42 Records, reports, and inspection 
requirements for HEAL lenders. 


(a) Records. (1) A lender must keep 
complete and accurate records of each 
HEAL loan which it holds. The rec- 
ords must be organized in a way that 
permits ready identification of the 
current status of each loan. The re- 
quired records include: 

(i) The loan application; 

(ii) The original promissory note; 

(iii) The repayment schedule agree- 
ment; 

(iv) Evidence of each disbursement 
of loan proceeds; 

(v) Notices of changes in a borrow- 
er’s address and status as a full-time 
student; 

(vi) Evidence of the borrower’s eligi- 
bility for a deferment; document; 

(vii) The borrower’s signed state- 
ment describing his or her rights and 
responsibilities in connection with a 
HEAL loan; 

(viii) The documents required for 
the exercise of forbearance; and 

(ix) Documentation of the assign- 
ment of the loan. 

(2) The lender must maintain for 
each borrower a payment history 
showing the date and amount of each 
payment received on the borrower’s 
behalf, and the amounts of each pay- 
ment attributable to principal and in- 
terest. A lender must also maintain for 
each loan a collection history showing 
the date and subject of each communi- 
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cation with a borrower or endorser for 
collection of a delinquent loan. Fur- 
thermore, a lender must keep any ad- 
ditional records which are necessary to 
make any reports required by the 
Commissioner of Education. 

(3) A lender must retain the records 
required for each loan for not less 
than 3 years following the date the 
loan is repaid in full by the borrower. 
However, in particular cases the Com- 
missioner may require the retention of 
records bey6nd this minimum period. 
A lender must keep the original copy 
of an unpaid promissory note, but may 
store all other records in microform or 
computer format. 

(b) Reports. A lender must submit 
reports to the Commissioner at the 
time and in the manner as the Com- 
missioner may reasonably require. 

(c) Inspections. Upon request, a 
lender must afford the Secretary of 
Health, Education, and Welfare, the 
Comptroller General of the United 
States, and any of their authorized 
representatives access to its records in 
order to assure the correctness of its 
reports. 


(42 U.S.C. 294e, 294h.) 


§ 126.43 Limitation, suspension, or termi- 
nation of the eligibility of a HEAL 
lender. 


(a) The Commissioner of Education 
may limit, suspend, or terminate the 
eligibility under the HEAL program of 
an otherwise eligible lender that vio- 
lates any provision of title VII, part C, 
subpart I of the Public Health Service 
Act, as amended (42 U.S.C. 294-2941), 
the HEAL regulations, or agreements 
with the Commissioner concerning the 
HEAL program. The Commissioner 
takes this action in accordance with 
procedures for the limitation, suspen- 
sion, or termination of the eligibility 
of lenders under the Federal insured 
student loan program which are set 
forth in 45 CFR part 177. 

(b) This section does not apply to a 
determination that a HEAL lender 
fails to meet the statutory definition 
of an “eligible lender.” 

(c) This section also does not apply 
to administrative action by the De- 
partment of Health, Education, and 
Welfare based on any alleged violation 
of: 

(1) Title VI of the Civil Rights Act 
of 1964, which is governed by 45 CFR 
parts 80 and 81; 

(2) Title IX of the Education 
Amendments of 1972, which is gov- 
erned by 45 CFR part 86; or 

(3) The Family Educational Rights 
and Privacy Act of 1974 (section 438 of 
the General Education Provisions Act, 
as amended), which is governed by 45 
CFR part 99. 


(42 U.S.C. 294f, 294h.) 
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Subpart E—The School 


§ 126.50 Which schools are eligible to be 
HEAL schools? 


(a) In order to participate in the 
HEAL program, a school must enter 
into a written agreement with the 
Commissioner of Education. In the 
agreement, the school promises to 
comply with provisions of the HEAL 
law and the HEAL regulations. In 
order to initially enter into this agree- 
ment and in order for the agreement 
to remain in effect, a school must sat- 
isfy the following requirements: 

(1) The school must be legally au- 
thorized within a State to conduct a 
course of study leading to one of the 
following degrees: 


Doctor of Medicine. 

Doctor of Osteopathy. 

Doctor of Dentistry or equivalent degree. 

Bachelor or Master of Science in Pharmacy 
or equivalent degree. 

Doctor of Optometry or equivalent degree. 

Doctor of Veterinary Medicine or equivalent 
degree. 

Doctor of Podiatry or equivalent degree. 

Graduate degree in Public Health or equiva- 
lent degree. 


For the purposes of this section, the 
term “State” includes, in addition to 
the several States, the District of Co- 
lumbia, the Commonwealth of Puerto 
Rico, the Northern Mariana Islands, 
the Virgin Islands, Guam, American 
Samoa, and the Trust Territory of the 
Pacific Islands. 

(2) The school must be accredited by 
a recognized agency approved for that 
course of study by the Commissioner 
of Education. If a school is not eligible 
for accreditation solely because it is 
toc new, that school may nevertheless 
be eligible for the HEAL program. A 
new school is eligible if the Commis- 
cioner determines that it can reason- 
ably expect to be accredited before the 
beginning of the academic year follow- 
ing the normal graduation date of its 
first entering class. The Commissioner 
makes this determination after con- 
sulting with the appropriate accredit- 
ing agency and receiving reasonable 
assurance to that effect. 

(3) The school must have received a 
capitation grant under section 770 of 
the Public Heaith Service Act for the 
preceding fiscal year. If the school did 
not receive a grant, it is nevertheless 
eligible for the HEAL program if it 
was eligible to receive a grant or if it 
met all the requirements to receive a 
grant except the requirement con- 
tained in section 771(b)\(3) of the 
Public Health Service Act. 

(b) If a HEAL school undergoes a 
change of controlling ownership or 
form of control, its agreement auto- 
matically expires at the time of that 
change. The school must enter into a 
new agreement with the Commissioner 
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in order to continue its participation 
in the HEAL program. ‘ 


(42 U.S.C. 294h, 294j.) 


§ 126.51 The student loan application. 


(a) A school must accurately and 
completely fill out its portion of a stu- 
dent’s loan application. In general, the 
information requested of the school 
pertains to the student’s eligibility for 
a loan, the student’s estimated cost of 
attendance for the period for which 
the loan is sought, and other financial 
aid (exclusive of family contribution) 
of which the school is aware that has 
been awarded the student for that 
period. 

(b) In addition, a school of medicine, 
osteopathic medicine or dentistry 
must provide a special authorization 
that a student may receive a loan. A 
school of medicine, osteopathic medi- 
cine or dentistry may not authorize 


more that 50 percent of the students 


in each class to receive a HEAL loan in 
any 12-month academic year. Each 
school of medicine, osteopathic medi- 
cine, or dentistry may establish its 
own procedures for determining which 
students are authorized to receive 
HEAL loans. 


(42 U.S.C. 294h, 2941.) 


§ 126.52 The student’s loan check. 


(a) When 2 school receives from a 
HEAL lender a loan disbursement 
check or draft payable to one of its 
students, it must do the following: 

(1) If the school receives the instru- 
ment after the student is enrolled, it 
must promptly deliver the instrument 
to the student. 

(2) If the school receives the instru- 
ment before the student is enrolled, it 
must hold the instrument and deliver 
it to the student at the time of enroll- 
ment. However, if the student is 
unable to meet educational expenses 
due before the time of enrollment, the 
school may send the instrument to the 
student in time to meet those ex- 
penses. 

(b) When a school receives from a 
HEAL lender a loan disbursement 
check or draft payable jointly to the 
school and to one of its students, it 
must do the following: 

(1) If the school receives the instru- 
ment after the student is enrolled, it 
must either: 

(i) Endorse the instrument and 
transmit it to the student; or 

(ii) Obtain the student’s endorse- 
ment, retain that portion of funds due 
the school, and disburse the remaining 
funds to the student. 

(2) If the school receives the instru- 
ment before the student is enrolled, it 
must, prior to endorsing the instru- 
ment, send the instrument to the stu- 
dent for the student to endorse it and 
return it to the school. The. school 
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may then retain that portion of funds 
then due the school but must hold the 
remaining funds for disbursement to 
the student at the time of enrollment. 
However, if the student is unable to 
meet other educational expenses due 
before the time of enrollment, the 
school may obtain the student’s en- 
dorsement and disburse to the student 
that portion of funds required to meet 
these other educational expenses. 

(c) If a school determines that a stu- 
dent does not plan to enroll, the 
school must return a loan disburse- 
ment check or draft to the lender 
within 30 days of its determination. 


(42 U.S.C. 294h, 2941.) 


$126.53 Notification to lender of change 
in enrollment status. 


Each school must establish and im- 
plement procedures under which it no- 
tifies the holder of a student’s HEAL 
loan of a change in the student’s en- 
rollment status. Those ~ procedures 
must include giving that notice within 
60 days following the change in status. 
Each notice must contain the date of 


the student’s graduation, formal with- 


drawal, or failure to enroll as sched- 
uled for any academic period as a full- 
time student. Each notice must also 
contain the student’s latest known 
permanent and temporary addresses. 
The procedures must provide that if 
the school does not know the identity 
of the current holder of the HEAL 
loan, it notifies the HEAL Program 
Office of the U.S. Office of Education 
of a change in the student’s enroll- 
ment status. . 


(42 U.S.C. 294h, 2941.) 
§ 126.54 Payment of refunds by schools. 


A participating school must pay that 
portion of a refund that is allocable to 
@ HEAL loan directly to the original 
lender (or to a subsequent holder of 
the loan note, if the school has knowl- 
edge of the holder’s identity). At the 
same time, the school must provide to 
the borrower written notice that it is 
doing so. 


(42 U.S.C, 294h, 2947.) 


§ 126.55 Administrative and fiscal proce- 
dures. 


Each school must establish and 
maintain administrative and fiscal pro- 
cedures necessary to achieve the fol- 
lowing objectives: 

(a) Proper and efficient administra- 
tion of the funds received from stu- 
dents who have HEAL loans; 

(b) Protection of the rights of stu- 
dents under the HEAL program; 

(c) Protection of the United States 
from unreasonable risk of loss due to 
defaults; and 

(ad) Compliance with applicable re- 
quirements for HEAL schools. 

(42 U.S.C. 294h, 2941.) 


$126.56 Records. 


(a) Each school must maintain an 
easily retrievable record with respect 
to each student who has a HEAL loan 
containing all of the following items of 
information that are applicable: 

(1) The student’s name; 

(2) The student’s address; 

(3) The student’s academic standing; 

(4) The student’s period of attend- 
ance; 

(5) The name of the HEAL lender; 

(6) The amount of the HEAL loan; 

(7) The period for which the HEAL 
loan was intended; 

(8) The date the school receives the 
HEAL check or draft and the date it 
either gives it to the student or re- 
turns it to the lender (in the case of a 
school that is not the lender); 

(9) The amount and source of other 
financial assistance (exclusive of 
family contribution) received by the 
student for the period for which the 
HEAL loan was made; 

(10) The date the school disburses a 
loan to a student (in the case of a 
school that is the lender); 

(11) The date the school signs the 
loan check or draft (in the case of a 
school that is a copayee); 

(12) The amount of tuition, fees and 
other charges paid by the student to 
the school for the academic period 
covered by the loan and the dates of 
payment; 

(13) A copy of each form used by the 
— in connection with the loan; 
an 


(14) The student’s postgraduate des- 
tination. 

(b) The school must maintain the 
record for not less than 3 years (unless 
otherwise directed by the Commission- 
er of Education) following the date 
the student graduates, withdraws or 
fails to enroll as a full-time student. 
The school may store the record in mi- 
croform or computer format. 


(42 U.S.C. 294h, 2941.) 


§ 126.57 Reports. 


A school must submit reports to the 
Commissioner of Education at the 
times and in the manner the Commis- 
sioner may reasonably prescribe. The 
school must retain a copy of each 
report for not less than 3 years follow- 
ing the report’s completion, unless 
otherwise directed by the Commission- 
er. A school must also make available 
to a HEAL lender, upon the lender’s 
request, the name, address, postgradu- 
ate destination and other reasonable 
identifying information for each of 
the school’s students who has a HEAL 
loan. 


(42 US.C. 294h, 2942.) 


$126.58 Federal access to school records. 


For the purposes of audit and exami- 
nation, a HEAL school must provide 
the Secretary of Health, Education, 
and Welfare, the Comptroller General 
of the United States, and any of their 
authorized representatives access to 
the records that the school is required 
to keep and to any documents and rec- 
ords pertinent to the administration of 
the HEAL program. 


(42 U.S.C. 294h, 2941.) 


§ 126.59 Records and Federal access after 
a-school is no longer a HEAL school. 


In the event a school ceases to par- 
ticipate in the HEAL program, the 
school (or its successor, in the case of 
a school which undergoes a change in 
ownership) must retain all required 
HEAL records and provide the Secre- 
tary of Health, Education, and Wel- 
fare, the Comptroller General of the 
United States, and any of their au- 
thorized representatives access to 
them. 


(42 U.S.C. 294h, 2941.) 


$126.60 School audits. 


(a) A school’s transactions relating 
to its participation in the HEAL pro- 
gram shall be audited by the school or 
at the school’s direction by a Certified 
Public Accountant or by a Licensed 
Public Accountant licensed before De- 
cember 31, 1970. The purpose of these 
audits is to determine, at a minimum, 
the fiscal integrity of financial trans- 
actions and reports and whether those 
transactions are in compliance with 
applicable laws and regulations. Audits 
shall be scheduled with reasonable fre- 
quency, usually annually, but not less 
than once every 2 years, considering 
the size and complexity of the activity 
of the program. Each audit must cover 
the entire period of time that has 
elapsed since the last audit that was 
performed. 

(b) The required audit report must 
be submitted for review to the regional 
office of the Department of Health, 
Education, and Welfare Audit Agency 
serving the region in which the school 
is located. The school must afford the 
Secretary of Health, Education, and 
Welfare, the Comptroller General of 
the United States, and any of their au- 
thorized representatives access to the 
records or other documents necessary 
to review the results of those audits. . . 


(42 U.S.C. 294h, 2941.) 


PART 168—GENERAL PROVISIONS | 
RELATING TO STUDENT ASSIST- 
ANCE PROGRAMS 


2. In 45 CFR Part 168, Subpart H is 
amended to read as follows: 
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Subpart H—Procedures for the Limi- 
tation, Suspension, or Termination 
of Institutional Eligibility for the 
HEAL Program or Programs under 
Title IV of the Higher Education Act 
of 1965 

§ 168.71 Purpose and scope. 


(a) This subpart establishes rules for 
the limitation, suspension, or termina- 
tion of the eligibility of an otherwise 
eligible institution participating in the 
HEAL program or any or all of the fol- 
lowing student assistance programs 
authorized by title IV of the Higher 
Education Act of 1965: The basic edu- 
cational opportunity grant, supple- 
mental educational opportunity grant, 
guaranteed student loan, college work- 
study, and national direct student loan 
programs. These rules apply to an in- 
stitution which violates any provision 
of a program statute or any regulia- 
tion, special arrangement, agreement 
or limitation prescribed under those 
programs. These rules also apply to an 
institution participating in the guaran- 
teed student loan program which 
comes within the terms of 45 CFR 
177.66. 

(b) This subpart does not apply to a 
determination (1) that an institution 
fails to meet the statutory definition 
set forth in section 737(1) of the 
Public Health Service Act, (2) that an 
institution of higher education fails to 
meet the statutory definition set forth 
in sections 435(b), 491(b)(3), or 1201(a) 
of the Higher Education Act of 1965, 
or (3) that a vocational school fails to 
meet the statutory definition set forth 
in section 435(c) of the Higher Educa- 
tion Act of 1965. 


(c) This subpart does not apply to 
administrative action by the Depart- 
ment of Health, Education, and Wel- 
fare based on any alleged violation of 
title VI of the Civil Rights Act of 1964, 
which is governed by 45 CFR Parts 80 
and 81; title [IX of the Education 
Amendments of 1972, which is gov- 
erned by 45 CFR Part 86; or the 
Family Educational Rights and Priva- 
cy Act of 1974 (section 438 of the Gen- 
eral Education Provisions Act, as 
amended) which is governed by 45 
CFR Part 99. 


(20 =~U.S.C. 
2941(a)(3).) 


§ 168.72 Definitions. 


For the purpose of this subpart: 
“Commissioner” means the USS. 


1088f-1(aX(4), 42 U.S.C. 


RULES AND REGULATIONS 
Commissioner of Education or a desig- 


nee. 

“Designated OE official” means an 
official of the U.S. Office of Educa- 
tion, to whom the Commissioner has 
delegated responsibilities indicated in 
this subpart. 

“Funds” means any money, commit- 
ments to provide money and commit- 
ments of insurance or reinsurance pro- 
vided under the HEAL program or any 
or all title IV programs covered under 
his subpart to an institution or to stu- 
dents enrolled and attending an insti- 
tution. 

“HEAL program” means the health 
education assistance loan program. 
The governing statutory provisions are 
in title VII, part C, subpart I of the 
Public Health Service Act, and the 
governing regulatory provisions are in 
45 CFR Part 126. 

“Institution” means (1) an institu- 
tion as defined in section 737(1) of the 
Public Health Service Act, (2) an insti- 
tution of higher education, (3) a voca- 
tional school, or (4) with respect to 
students who are nationals of the 
United States, an institution outside 
the United States which is comparable 
to an institution of higher education 
or to a vocational school and which 
has been approved by the Commission- 
er for purposes of participation in title 
IV programs covered under this sub- 
part. 

(20 U.S.C. 1085(b), 1088(b), 1141(a).) 


“Institution of higher education” 
means an institution of higher educa- 
tion as defined in sections 435(b), 
491(b), or 1201(a) of the Higher Edu- 
cation Act of 1965. 

(20 U.S.C. 1088f-1(e); 1085(a).) : 


“Limitation” means the continu- 
ation of an institution’s eligibility for 
the HEAL program or any or all title 
IV programs covered under this sub- 
part subject to compliance with special 
conditions which the Commissioner 
has set as a result of a decision in a 
limitation or termination proceeding. 

“Suspension” means the removal of 
an institution’s eligibility for the 
HEAL program or any or all title IV 
programs covered under this subpart 
for a period of time. 

“Termination” means the unquali- 
fied removal of an institution’s eligibil- 
ity for the HEAL program or any or 
all title IV programs covered under 
pro subpart for an indefinite period of 
time. 

“Title IV’ means title IV of the 
Higher Education Act of 1965. The 
programs under that title that are cov- 
ered under this subpart, and the gov- 
erning statutory and regulatory provi- 
sions, are as follows: 





Program 


Statutory provisions Regulatory 


provisions 





National direct student loan program 


45 CFR pt. 144. 





College work-study 


45 CFR pt. 175. 





program 
Supplemental educational opportunity grant program pat 
Federal, State, and private programs of low-interest loans to Title IV-B, HEA....... 


see 45 CFR pt. 176. 
45 CFR pt. 177. 


vocational students and students in institutions of higher 


education. 
Basic educational opportunity grant program 


45 CFR pt. 190. 
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“Vocational school” means a school 
as defined in section 435(c) of the 
Higher Education Act of 1965. 


(20 U.S.C. 1085(c).) 


(20 U.S.C. 1088f-1(a)(4), 42 U.S.C. 294aX3), 
unless otherwise noted.) 


§ 168.73 Informal compliance procedures. 


(a) If the Commissioner receives a 
complaint, or has other information 
which the Commissioner believes to be 
reliable, indicating that an institution 
is, or may be, in violation of applicable 
laws, regulations, special arrange- 
ments, agreements, or limitations, the 
Commissioner may call the matter to 
the attention of the institution and 
may give it a reasonable opportunity— 


(1) To respond to the complaint or 
other information; 


(2) To show that the matter has 
been corrected; or 


(3) To submit an acceptable plan to 
correct the violation and prevent its 
recurrence. 


(b) The procedures provided in this 
subpart for suspenision, limitation, or 
termination need not be delayed 
during the informal compliance proce- 
dure if the Commissioner believes— 


(1) The delay would have an adverse 
effect on the HEAL program or any or 
all title IV programs covered under 
this subpart, or 


(2) The informal compliance proce- 
dure will not result in a correction of 
the alleged violation. 


(20. =U.S.C. 
2941(a(3).) 


1088f-1(a(4), 42 U.S.C. 


§ 168.74 Emergency action. 


(a) The Commissioner, through 2 
designated OE official, may take emer- 
gency action to withhold funds from 
an institution or its students and to 
withdraw the authority of an instuti- 
tion to obligate funds under the HEAL 
program or any or all title IV pro- 
grams covered under this subpart if 
the designated OE official— 


(1) Receives information which the 
official believes to be reliable that an 
institution is in violation of applicable 
laws, regulations, special arrange- 
ments, agreements, or limitations, 


(2) Determines that such action is 
necessary to prevent the likelihood of 
substantial loss of funds to the Feder- 
al Government or to the students at 
the institution, and 


(3) Determines that the likelihood of 
loss outweighs the importance of fol- 
lowing the procedures set forth in this 
subpart for suspension, limitation, or 
termination. 
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(b) The designated OE offical begins 
an emergency action by notifying the 


institution, by certified mail with 
return receipt requested, of the action 
and the basis on which it is taken. The 
effective date of the action is the date 
on which the notice is received by the 
institution. 


(c) An emergency action shall not 
exceed 30 days unless a suspension, 
limitation, or termination proceeding 
is begun under this subpart before the 
expiration of that period. In such case, 
the period may be extended until the 
completion of that proceeding, includ- 
ing any appeal to the Commissioner. 


(d) If a suspension, limitation, or ter- 
mination proceeding is begun, the 
Commissioner will provide the institu- 
tion, if it so requests an opportunity to 
show cause that the emergency action 
is unwarranted, pending the outcome 
of that proceeding. 


(20 U.S.C. 1088f-1(a), 1232c(c), 1232d, sec- 
tion 113(b) of Pub. L. 94-482, 42 U.S.C. 
2941(aX3).) 


§ 168.75 Suspension proceeding. 


(a) Scope and consequences. From its 
effective date, a suspension removes 
an institution’s eligibility for the 
HEAL program or any or all title IV 
programs covered under this subpart 
for a period of time not exceeding 60 
days unless— 


(1) The institution and the designat- 
ed OE official agree to an extension 
where the institution has not request- 
ed a hearing, or 


(2) The designated OE official 
begins a limitation or termination pro- 
ceeding under § 168.76. 


(b) Procedures. (1) The designated 
OE official begins a suspension pro- 
ceeding by sending a notice to an insti- 
tution by certified mail with return re- 
ceipt requested. The notice must— 


(i) Inform the institution of the 
intent of the Commissioner to suspend 
the institution’s eligibility, cite the 
consequences of that action, and iden- 
tify the alleged violations which con- 
stitute the basis for the action; 


(ii) Specify the proposed effective 
date of the suspension, which shall be 
at least 20 days after the date of mail- 
ing of the notice of intent; 


(iii) Inform the institution that the 
suspension will not be effective on the 
date specified in the notice if the des- 
ignated OE official receives, at least 5 
days before that date, a request for a 
hearing or written material indicating 
why the suspension should not take 
place; and 
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(iv) Invite voluntary efforts to cor- 
rect the violation(s) which led to the 
commencement of the action. 


(2) If the institution does not re- 
quest a hearing, but submits written 
material, the designated OE official, 
after considering that material, noti- 
fies the institution that— 

(i) The proposed suspension is dis- 

or 

(ii) The suspension is effective as of 
a specified date. 


(3) If the institution on a timely 
basis requests a hearing, the designat- 
ed OE official sets a date and place for 
it. The date will be at least 15 days 
after the designated OE official re- 
ceives the request. No suspension 
takes place until a hearing is held. 


(4) A presiding officer conducts a 
hearing on the record. 


(5) At the hearing, the presiding of- 
ficer shall consider any written mate- 
rial presented to. him before the hear- 
ing or any material or other evidence 
presented to him during the course of 
the hearing. x 


(6) If, after considering the evidence, 
the presiding officer concludes that 
the suspension is warranted, the pre- 
siding officer will issue an initial deci- 
sion that may suspend the eligibility 
of all or part of the institution. 


(7) The Commissioner will review 
the initial decision of the presiding of- 
ficer and will issue a final decision 
adopting the initial Gecision, unless 
the initial decision is clearly unsup- 
ported by the evidence. 


(c) Notice of the suspension will ‘be 
prompty mailed to the institution. The 
suspension takes effect either upon 
the date on which the notice is re- 
ceived by the institution or the origi- 
nal proposed effective date stated in 
the notice of intent, whichever is later. 


(d) A suspension shall not exceed 60 
days unless a limitation or termination 
proceeding is begun under this subpart 
before the expiration of that period. 
In such case, the period may be ex- 
tended until the completion of that 
proceeding, including any appeal to 
the Commissioner. 


(20. U.S.C. 1088f-1(aX4), 42 
294laX(3).) 


$168.76 Limitation or termination pro- 


U.S.C. 


ceeding, whether or not a suspension 


proceeding. 
(a) Scope and consequences. From its 


effective date, a limitation or termina- 
tion shall either— 


(1) Result in limitations on an insti- 
tution’s eligibility, or 


(2) End the eligibility of an institu- 
tion for the HEAL program or any or 
all title IV programs covered under 
this subpart. 


(b) Procedures. The designated OE 
official begins a limitation or termina- 
tion proceeding has begun under 
§ 168.75, by sending an institution a 
notice, by certified mail with return 
receipt requested. This notice must— 

(i) Inform the institution of the 
intent of the Commissioner to limit or 
terminate the institution’s eligibility, 
cite the consequences of that action, 
and identify the alleged violations 
which constitute the basis for the 
action, and in the case of a limitation 
proceeding, state the limits to be im- 
posed 


(ii) Specify the proposed effective 
date of the limitation or termination, 
which shall be at least 20 days after 
the date of mailing of the notice of 
intent; 

(iii) Inform the institution that the 


limitation or termination will not be 


effective on the date specified in the 
notice if the designated OE official re- 
ceives, at least 5 days before that date, 
a request for a hearing or written ma- 
terial indicating why the limitation or 
termination should not take place; 

(iv) Invite voluntary efforts to cor- 
rect the violation(s) which led to the 
initiation of the action. 

(2) If the institution does not re- 
quest a hearing but submits written 
material, the designated OE official, 
after considering that material, noti- 
fies the institution that: 

(i) The proposed action is dismissed, 

(ii) Limitations are effective as of a 
specified date, or 

(iii) The termination is effective as 
of a specified date. 

(3) If the institution on a timely 
basis requests a hearing, the designat- 
ed OE official sets a date and a place 
for it. The date will be at least 15 days 
after the designated OE official re- 
ceives the request. No proposed limita- 
tion or termination takes place until 
after a hearing is held. 

(4) A presiding officer conducts the 
hearing on the record. 

(5) At the hearing the presiding offi- 
cer shall consider any written material 
presented to him before the hearing, 
or any material or other evidence pre- 
sented to him during the course of the 
hearing. 

(6) If, after considering the evidence, 
the presiding officer concludes that 
limitation or termination is warranted, 
the presiding officer will issue an ini- 
tial decision that may limit or termi- 
nate the institution’s eligibility in 
whole or in part. If a termination 
action is brought against an institu- 
tion, the presiding officer may issue a 
decision to impose one or more limita- 
tions on an institution rather than ter- 
minating its eligibility, if the presiding 
officer believes the limitation to be 
more appropriate. 

(c) Expedited hearing. With the ap- 
proval of the presiding officer and the 
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mutual consent of the parties, any 
time schedule specified in this section 
may be shortened. 


(20 U.S.C. 1088f-1(aX(4), 42 
2941(a)(3).) 


§ 168.77 Initial and final decisions. 


(a) The presiding officer issues an 
initial decision in any suspension, limi- 
tation, or termination proceeding 
based on findings of fact and conclu- 
sions of law. Findings of fact shall be 
based only on evidence considered at 
the hearing and matters of which offi- 
cial notice has been taken. The initial 
decision of the presiding officer will be 
promptly mailed to the institution. 

(b) In a suspension proceeding, the 
Commissioner will review the initial 
decision of the presiding officer and 
will issue a final decision adopting the 
initial decision, unless the initial deci- 
sion is clearly unsupported by the evi- 
dence. 

(c) (1) In a limitation or termination 
proceeding, the initial decision of the 
presiding officer becomes the Commis- 
sioner’s final decision 20 days after 
being issued, unless within that 20-day 
period the institution or the designat- 
ed OE official appeals the decision to 
the Commissioner. 

(2) Within a period of time specified 
by the Commissioner, the party that 
appeals to the Commissioner may 
submit any additional written materi- 
al, including exceptions to the initial 
decision, proposed findings and conclu- 
sions, and supporting briefs and state- 
ments. The opposing party shall re- 
spond within such time as the Com- 
missioner specifies. Parties making 
any submission to the Commissioner 
must provide a copy to each party that 
participated in the hearing. 

(3) The initial decision of the presid- 
ing officer limiting or terminating the 
institution’s eligibility does not take 
effect pending the appeal, unless the 
Commissioner determines that a stay 
would produce a serious and adverse 
effect upon the programs involved. 

(4) In the case of an appeal, the 
Commissioner issues a final: decision 
affirming, modifying, or reversing the 
initial decision, including a statement 
of reasons for the decision. 


(20 U.S.C. 1088f-1(aX4), 42 
294Ua)(3).) 


$168.78 Verification 
ceipt dates. 

(a) Verification of the Office of Edu- 
cation’s mailing dates and receipt 
dates referred to in this subpart is evi- 
denced by the original receipt from 
the U.S. Postal Service. 

(b) If an institution refuses to accept 
a notice mailed under this subpart, the 
Commissioner considers the notice as 
being received on the date that the in- 
stitution refuses to accept the notice. 


U.S.C. 


U.S.C. 


of mailing and re- 
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(20. —~U.S.C. 
2941(a)(3).) 


§ 168.79 Limitation. 


A limitation may include, as appro- 
priate to the program in question— 

(a) A limit on the number or per- 
centage of students enrolled in an in- 
stitution who may receive HEAL pro- 
gram or title IV funds covered under 
this subpart; 

(b) A limit, for. a stated period of 
time, on the percentage of an institu- 
tion’s ‘total receipts from tuition and 
fees derived from HEAL program or 
title IV funds covered under this sub- 
part; 

(c) A requirement that an institution 
obtain a bond, in a specified amount, 
to assure its ability to meet its finan- 
cial obligations to students who re- 
ceive HEAL program or title IV funds 
covered under this subpart; or 

(d) Such other conditions as may be 
determined to be reasonable and ap- 
propriate. 


(20. U.S.C. 
2941(a)(3).) 


1088f-1(aX(4), 42 U.S.C. 


1088f-1(a)(4), 42 U.S.C. 


§ 168.80 Termination. 


(a) Effect. Except as provided in 
paragraph (b) of this section, a termi- 
nation—(1) Ends an institution’s eligi- 
bility for the HEAL program or any or 
all title IV programs covered under 
this subpart; 

(2) Prohibits an institution or the 
Commissioner from making or increas- 
ing financial aid awards; 

(3) Prohibits an institution from 
making any other new obligations 
against title IV funds covered under 
this subpart; and 

(4) Prohibits further commitments 
of Federal insurance by the Commis- 
sioner under the HEAL program or 
the guaranteed student loan program 
for loans to students to attend that in- 
stitution, and prohibits further dis- 
bursements by an institution which is 
a lender under the HEAL program or 
the guaranteed student loan program 
(whether or not insurance commit- 
ments have been issued by the Com- 
missioner or a guarantee agency for 
such disbursements). 

(b) Payment period. (1) If an institu- 
tion is terminated during a payment 
period, any student at that school who 
has received an award or to whom a 
commitment has been made before the 
effective date of the termination may 
receive payment for that payment 
period. 

(2) For the purposes of this section, 
the payment period is a semester, tri- 
mester, or quarter for institutions 
using these academic periods. For all 
other institutions, the payment period 
is the period from the beginning to 
the midpoint of the academic year, or 
from the midpoint to the end of the 
academic year. 
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(c) Commitment. For the purposes 
of this section (1) a commitment under 
the basic educational opportunity . 
grant program occurs after a student 
is enrolled and attending the institu- 
tion and has submitted a valid student 
eligibility report to the institution, or 
to the Commissioner if the student is 
attending an institution which is 
under the alternate disbursement 
system, (2) a commitment under the 
supplemental educational opportunity 
grant, college work-study, or national 
direct student loan program occurs 
when the student is enrolled and at- 
tending the institution and has re- 
ceived an award letter from the insti- 
tution, and (3) a commitment under 
the HEAL program or the guaranteed 
student loan program occurs when the 
Commissioner or a guarantee agency 
advises the lender that the loan will be 
insured. 


(20 U.S.C. 
2941(a)(3).) 


1088f-1(a)(4), 42 U.S.C. 


§ 168.81 Reimbursements, refunds, and 
offsets. ‘ 


(a) The designated OE official, pre- 
siding officer, or Commissioner may 
require an institution to take reason- 
able and appropriate corrective action 
to remedy a violation of applicable 
laws, regulations, special arrange- 
ments, agreements, or limitations. 

(b) The corrective action may in- 
clude payment of any funds, to the 
Commissioner or to designated recipi- 
ents, which the institution improperly 
received, withheld, disbursed, or 
caused to be disbursed. Corrective 
action may, for example, relate to (1) 
with respect to the guaranteed student 
loan program—(i) ineligible interest 
benefits, special allowances or other 
claims paid by the Commissioner, and 
(ii) discounts, premiums, or excess in- 
terest paid in violation of part 177 of 
title 45 of the Code of Federal Regula- 
tions; (2) with respect to the HEAL 
program, ineligible claims paid by the 
Commissioner; and (3) with respect to 
the HEAL program or all title IV pro- 
grams covered under this subpart—(i) 
refunds due to students under the reg- 
ulations, and (ii) any grants, work- 
study assistance, or loans made in vio- 
lation of program regulations. 

(c) If any final decision requires an 
institution to reimburse or make any 
other payment to the Commissioner, 
the Commissioner may offset these 
claims against any benefits or claims 
due to the institution. 


(20 U.S.C. 1088f-1(a)(4), 42 
2941(a)(3).) 


U.S.C. 


§ 168.82 Reinstatement after termination. 


(a) An institution whose eligibility 
for the HEAL program or any or all 
title IV programs covered under this 
subpart has been terminated may not 
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file a request for reinstatement of its 
eligibility before the expiration of 18 
months from the effective date of its 
termination. 

(b) After the minimum termination 
period, the institution may request re- 
instatement of its eligibility. The re- 
quest must be in writing and must 
show that the institution has correct- 
ed the violations on which the termi- 
nation was based and that it meets all 
qualifications for eligibility. 

(c) Not later than 60 days after re- 
ceipt of the request for reinstatement, 
the Commissioner shall respond to the 
institution— 

(i) Granting its request; 

(ii) Denying its request; or 

(iii) Granting the request subject to 
limitations. 

(d)(1) If the Commissioner denies 
the institution’s request, or allows re- 
instatement subject to limitation(s), 
the institution, upon request, will be 
granted an opportunity to show cause 
why it should be fully reinstated. 

(2) In the event the Commissioner’s 
response allows reinstatement subject 
to limitation, the institution, by re- 
questing a show cause meeting, shall 
not be deemed to waive its rights to 
participate in the HEAL program or 
any or all title IV programs covered 
under this subpart if it complies with 
the reinstatement limitations pending 
the outcome of the meeting. 


(20 U.S.C. 1088f-1(aX4), 42 
2941(a)(3).) 


§ 168.83 Removal of limitation. 


(a) An institution whose eligibility 
for the HEAL program or any or all 
title IV programs covered under this 
subpart has been limited may not 
apply for removal of the limitation of. 
its eligibility before the expiration of 
12 months from the effective date of 
the limitation. 

(b) After the minimum limitation 
period, the institution may request re- 
moval of the limitation. The request 
must be in writing and show that the 
institution has corrected the violations 
on which the limitation was based. 

(c) No later than 60 days after the 
receipt of the request, the Commis- 
sioner shall respond to the institu- 
tion— 

(i) Granting its request; 

(ii) Denying its request; or 

(iii) Granting the request subject to 
other limitations. 

(d) If the Commissioner. denies the 
request, or establishes other limita- 
tions, the institution upon request will 
be granted an opportunity to show 
cause why its eligibility should be 
fully reinstated. 

(e) The institution’s request for a 
show cause meeting shall not be 
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deemed to waive its right to partici- 
pate in the HEAL program or any or 
all title IV programs covered under 
this subpart if it complies with such 
continuing limitations pending the 
outcome of the meeting. 


(20 U.S.C. 1088f-1(a)(4), 42 
2941(a(3).) 
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PART 177—FEDERAL, STATE, AND 
PRIVATE PROGRAMS OF LOW-IN- 
TEREST LOANS TO VOCATIONAL 
STUDENTS AND STUDENTS IN IN- 
STITUTIONS OF HIGHER EDUCA- 
TION 


3 In 45 CFR part 177, 


§§ 177.12(a)(1xv) and 177.15 are de- 
leted and §§177.12(a)(1) (i) and (ii), 
and 177.43(a) are amended to read as 
follows: 


$177.12 Agreements for Federal payments 
to reduce student interest costs for in- 
sured loans. 


(a1) Except as provided for:in 
§ 177.13, interest benefits under in- 
sured loan programs shall be available 
only insofar as the loans to which 
they relate are covered under an 
agreement between the guarantee 
agency and the Commissioner pursu- 
ant to section 428(b) of the act. The 
Commissioner may enter into such an 
agreement if he determines that the 
loan insurance program of the guaran- 
tee program: 

(i) Authorizes the insurance of not 
less than $1,000 nor more than $2,500 
in the case of a student who has not 
successfully completed a program of 
under graduate education or $5,000 in 
the case of a graduate or professional 
student, except: 

(A) That the program may not au- 
thorize the insurance of a loan which 
is made by an eligible lender as de- 
scribed in section 435(g)(1)(D) of the 
act or which is made or originated (as 
defined in section 433(b) of the act) by 
an eligible institution to a student who 
has not successfully completed a pro- 
gram of undergraduate education in 
an amount in excess of $2,500 or 50 
per centum of the estimated cost of at- 
tendance (calculated in accordance 
with section 428(a)(2)(C)(i)), and 

(B) That the program may not au- 
thorize the insurance of loans in 
excess of $1,500 for an academic year 
which is made or originated (as de- 
fined in section 433(b) of the act) by 
an eligible institution, and is made to a 
student for his first academic year of 
postsecondary education, unless the 
loan is to be disbursed in two or more 
installments, none of which exceeds 
one-half of the loan, with the interval 


between the first and second of such 
installmehts being not less than one- 
third of the period of enrollment for 
which the student received the loan. 
The annual insurable limit per student 
shall not be deemed to be exceeded by 
a line of credit under which actual 
payments by the lender to the borrow- 
er will not be made in any year in 
excess of the annual limit; 

(ii) Provides that the aggregate in- 
sured unpaid principal amount for all 
loans made under programs covered 
by this part to any student shall not at 
any time exceed $7,500, in the case of 
any student who has not sucessfully 
completed a program of undergrad- 
uate education, and $15,000 in the case 
of any graduate or professional stu- 
dent (including any loans made to 
such persons before he became a grad- 
uate or professional student); 


a * * * 
(20 U.S.C. 1078, 1082.) 


§177.43 Limitations governing maximum 
amount of federally insured loans. 


(a) Annual amounts. The Commis- 
sioner will not insure loans in an aca- 
demic year of study: 

(1) To a student who has not suc- 
cessfully completed a program of un- 
dergraduate study in an amount in 
excess of $2,500, except: 

(i) That in the case of a loan to a 
student. who is or will be in his first 
year of a program of -undergraduate 
education and who has not previously 
enrolled in such a program which is 
made by an eligible lender as described 
in section 435(g)(1)(D) of the act or 
which is made or originated (as de- 
fined in section 433(d) of the act) by 
an eligible institution, the loan may 
not exceed the lesser of $2,500 or 50 
per centum of the estimated cost of at- 
tendance (calculated in accordance 
with the _ provisions of section 
428(a)(2)(C)(i) of the act, and 

(ii) That in the case of a loan made 
or originated (defined in section 433(b) 
of the act) by an eligible institution 
which is made to a student for his first 
academic year of postsecondary educa- 
tion, the loan may exceed $1,500 only 
if it is to be disbursed in two or more 
installments none of which exceed 
one-half of the loan, with the interval 
between the first and second of such 
installments being not less than one- 
third of the period of enrollment for 
— the student received the loan; 
an 

(2) To any graduate or professional 
student in an amount in excess of 
$5,000. 

e 7 s o & 


(20 U.S.C. 1075, 1082.) 
(FR Doc. 78-21314 Filed 8-2-78; 8:45 am] 
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